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PREFACE 

The object of the present work is to provide the student of book- 
keeping with a manual, the study of which will fit him for any of 
the ordinary public examinations in this subject. Complaint has 
been made in the past that, in order to prepare for an examination, 
it has been necessary to consult various textbooks, access to which, 
in many cases, has been difficult. It is believed that the present 
publication contains considerably more than is necessary for exam- 
ination purposes, and the student who is fully conversant with all 
the matters dealt with has no need to fear the result of such a 
test. Great pains have been taken to include all matters referred to 
in the syllabuses of the various examining bodies, and, in addition, 
the requirements of particular examiners have been met to a con- 
siderable extent. 

Of late years considerable advance has been made in the study 
of the science of accounts, and many improvements have been 
introduced. These have all been included in the present volume. 
Although the principles of double-entry book-keeping are uni- 
versally accepted, there may be, of course, differences of opinion 
as to the best methods of applying those principles, and in this 
connexion it may be pointed out that with some of the methods 
advocated in the present work, the Editor is not quite in agree- 
ment, looking at the matter as he does from the practical point of 
view. Most of the points, however, are matters of mere detail, 
where he has sunk his own view in deference to the known opinion 
of particular examiners, though in the matter of the proving of 
ledgers by Adjustment Accounts, he regards the Adjustment 
Accounts in the Nominal Ledger as being the ones which form part 
of the book-keeping, and in his view those in the Personal Ledgers 
are written up as a matter of convenience only. 

Where several ways of achieving the same result are in vogue, 
these have, in many instances, been given. It has been thought, 
also, that the inclusion of the more theoretical methods, as well 
as the practical methods, will have the effect of making the explana- 
tions clearer to the student of the subject. Numerous exercises 
are given, the answers to which are inserted at the end of the book. 




POINTS ON EXAMINATIONS 

The " knowledge " of a subject is not synonymous with the “ mas- 
tery " of that subject. Examinations in accountancy are held with 
a view to the measurement of the examinee's " mastery " of the 
subject. The degree of mastery is gauged by the way in which the 
acquired knowledge of accountancy has been applied to practical 
problems set for elucidation. 

Retailing the knowledge of the subject in the form of stereotyped 
answers to questions set does not convey to the examiner the best 
impression of the examinee's ability. 

OBJECT OF THE EXAMINATION. 

The really deliberate purpose of an examination is to " prove ” 
the examinee in two main directions, namely, in tests of " executive 
ability " and “ initiative." The examination is the means provided 
to this end, and examinees are advised to essay the task of an 
examination in the avowal that an examiner shall receive ample 
evidence of these valuable qualities. 

STUDENT VIEWS OF THE EXAMINATION. 

Disconcerting elements, contributing not a little to “ examina- 
tion nerves," are the notions entertained by some candidates that 
the purposes intended to be served by the examination paper is 
to expose “ how much " or alternatively “ how little " the can- 
didate knows of his subject, together with a “ pitfall " into which 
the unwary candidate may ignominiously stumble. 

These views minister to loss of confidence, and it is suggested that 
examinees should refuse to be influenced by such notions, and 
should recognize that examinations in accountancy are set to bring 
out the latent powers of independent action. 

HINTS TO CANDIDATES. 

" Nerves " seems an ailment common to many candidates when 
confronted with the task of working the examination paper. It will 
be an aid to composure if an “ easy " question be attempted first. 
Each candidate is happy in the conceit (justifiably so !) that at least 
one aspect of the vast subject of accountancy is thoroughly mas- 
tered. Well, tackle the question which it is thought bears on the 
phase of the subject so well understood. This task does not call for 
tense action, it just demands an easy mental effort which, it will be 
found, reduces the condition of flurry, and creates a sense of confi- 
dence and control. There has been an ingrained feeling that the 
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heavy task of " final accounts ” must be attempted first because it 
is the major question of the test. This view is quite wrong, and its 
adoption may lead to disaster. Until the tension at first experienced 
has passed, it is impossible to deal with a question containing so 
much detail work without the risk of “ muddling ” and, as an 
accompaniment, an increased loss of confidence in the ability to 
succeed on the test. 

In dealing with questions requiring “ written ” answers, it may 
prove valuable as regards economy of time and clearness of answer 
to attempt the " graphic " or “ chart ” method of explanation. 

When comparisons or differences are elicited by the questions set, 
a neat graph, chart, or tabulated statement conveying such results 
will please an examiner, and yield to him a much more businesslike 
answer to his question than is conveyed by the essay type of answer. 

If the essay form must be given it is advisable to be as terse and 
as concise as possible. 

Finally, take the examination test with a smile. Remember, it 
is provided to prove your mastery of the subject, and not to expose 
your lack of ability. Therefore, study to be master of the situation. 
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ADVANCED ACCOUNTS 

CHAPTER I 

BOOK-KEEPING UP TO THE TRIAL BALANCE 

Definition of Book-keeping. Book-keeping is the science and art 
of correctly recording in books of account all those business trans- 
actions that result in the transfer of money or money's worth. 
It may also be defined as the art of recording mercantile trans- 
actions in a regular and systematic manner; the art of keeping 
accounts in such a manner that a man may know the true state 
of his business and property by an inspection of his books. 

Objects of Book-keeping. The objects of book-keeping are two- 
fold— 

1. To have a permanent record of all mercantile transactions. 

2. To show the effect of each transaction and the combined effect 
of all the transactions upon the financial position of the party 
concerned. 

History of Book-keeping. The art in a crude state has existed 
from very ancient times, but Venice is considered to have been 
the birthplace of the modern system. In 1494 or 1495, Lucas 
Pacioli, a Franciscan monk, otherwise known as Lucas de Burgo 
and Lucas di Borgo, published in Italian the first known treatise 
on book-keeping. It was entitled De Computis et Scripturis , and 
advocated the use of the Memorial (Waste or Memorandum Book), 
Journal, and Quademo (Ledger). Venice, Genoa, and other towns 
of Italy were the first to practise book-keeping by double entry, 
which is, therefore, often called the Italian method. Pacioli's work 
was translated into English by Hugh Oldcastle, and published 
in London in 1543. James Peele wrote in 1553, a work on How 
to keep a Perfect Accompte of Debitour and Creditour. In 1795 
Edward Jones published his English System of Book-keeping , 
which introduced two columns into the Journal instead of one as 
formerly, the Trial Balance, and the Bought and Sold Day Books 
as we now know them. Modem additions are the Double Account 
System, the accounts of Joint Stock Companies, the Tabular 
System, and Ledger balancing by means of aggregate accounts 
(Control Accounts) and “ Self-balancing ” Ledgers. 

CAPITAL 

Definition. In book-keeping, the Capital of a business is the 
sum total of its assets; and the Capital of the proprietor of the 
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business is the surplus or excess of assets over liabilities. An excess 
of liabilities over assets is called a Deficiency. In the case of a 
joint stock company, however, Capital is the amount contributed 
by the shareholders, without taking the assets and liabilities into 
consideration at all. 

Trading Capital consists of the fixed and floating assets. 

Fixed Capital comprises all the fixed assets. 

Floating or Circulating Capital consists of the floating or circulating 
assets. 

Positive Capital is represented by material assets, such as land, 
buildings, stock, machinery, etc. 

Negative Capital consists in the amount of credit that a trading 
company or firm can obtain. 

Money borrowed by means of ordinary loans, mortgages, deben- 
tures, bonds, etc., is frequently spoken of as Loan Capital. Some 
accountants, however, consider it loose to describe such a liability 
as capital. 

Working Capital is the amount that remains for the working or 
running of a business after the purchase price of the fixed assets 
has been paid. Thus, if a trader started with a capital of £20,000 
and expended £12,000 of it in the purchase of buildings and plant, 
then the balance of £8,000 would constitute the working capital. 
This term is also applied to the excess of floating assets over floating 
liabilities. 



ASSETS 

Definition. Assets are the property and possessions of a business, 
i.e. its stock, land, buildings, book debts, etc. They are classified 
according to their nature and are of various kinds — 

Fixed Assets are those acquired and held permanently for the 
purpose of earning income, as, for example, plant and machinery, 
lease, goodwill, etc. 

Floating Assets are those acquired and held temporarily, being 
intended for resale or subsequent conversion into money, as, for 
example, stock-in-trade, bills receivable, book debts, etc. 

Note. The same asset may be either fixed or floating according 
to the nature of the business. Thus, investments would be a float- 
ing asset to a stock-broker, but a fixed asset to an ordinary trader. 
Machinery would be a fixed asset to an ordinary manufacturer, 
but a floating asset to a machinery trading company. Horses to a 
horse-dealer would be a floating asset, but to a cartage contractor 
a fixed asset. It depends on whether the asset is held merely 
for the purpose of sale, or is intended to be kept in the business. 

Liquid Assets are those that are readily available to discharge 
liabilities; such as cash; or that can easily be encashed; such as 
gilt-edged securities, bills receivable, etc. 
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Wasting Assets are fixed assets that depreciate through wear 
and tear; as, for example, plant and machinery; those whose 
value expires with lapse of time; such as patents and lenses; also 
those that become exhausted or consumed through being worked ; 
such as mines, quarries, etc. The expression is more generally 
applied to the last named. 

Fictitious Assets are those that represent intangible expenditure ; 
such as preliminary expenses, a debit balance of Profit and Loss; 
or value which cannot be realized, as insurance premiums paid in 
advance, etc. 



ACCOUNTS 

Definition. An account is a Ledger record, in a summarized form, 
of all the transactions that have taken place with the particular 
person or thing specified; as J. T. Brown's Account, Plant Account, 
Wages Account. There are two main divisions of accounts — 

1. Personal Accounts comprise both debtors and creditors. 
Debtors are people who owe money, e.g. persons to whom the 
firm has sold goods. Creditors are people to whom money is owing, 
e.g. persons from whom the firm has bought goods. 

2. Impersonal Accounts include both real and nominal accounts. 

(a) Real or Property Accounts are those that refer to assets ; such 
as plant and machinery, stock-in-trade, cash, etc. 

(b) Nominal Accounts are those that relate to gains and losses ; 
such as discounts, wages, rent, rates, etc. 

Note 1 . Some accounts though impersonal in name are really 
personal in signification. For instance, the Capital Account and 
Drawings Account are personal accounts either of the proprietor 
of the business or of the partners thereof, who are creditors of the 
concern for the amount of their capitals, and debtors to the extent 
of their drawings. An account for outstanding items, though 
impersonal in name, is really a personal account, being merely the 
account of unnamed creditors or debtors. 

Note 2. Some accounts are both real and nominal ; as, for exam- 
ple, the Sales Account, which is a real account so far as the goods 
themselves are concerned, but nominal in relation to the gain or 
loss arising from the sales. 

SYSTEMS OF ACCOUNTING 

The modem system of book-keeping or accounting in use is known 
as “ double entry." 

Double Entry is a system of book-keeping by means of both 
personal and impersonal accounts. 

Single Entry (in which only personal accounts are kept) can 
scarcely be dignified with the name of a “ system," and can only 
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be described by showing its deficiencies as compared with Double 
Entry. It is dealt with later. 

THEORY OF DOUBLE ENTRY 

Two-fold Aspect of Transactions. Every transaction that re- 
sults in a transfer of money or money’s worth involves a two-fold 
aspect, (a) the yielding of a benefit, and (5) the receiving of that 
benefit. It is impossible to think of one without the other; a 
giver necessarily implies a receiver, and a receiver necessarily 
implies a giver. The giving and receiving, however, take place 
between accounts and in the same set of books. Thus, if furniture 
is bought from Smith, Furniture Account receives and Smith’s 
Account gives. Hence, to have a complete record of each trans- 
action, there must be a double entry. The one transaction has, 
therefore, to be booked up twice , an entry being made in the receiv- 
ing account, and a similar entry in the giving account. 

Debit and Credit. In order to distinguish the two entries neces- 
sary for the complete record of a transaction, the Receiving Account 
is termed Debtor, and the Giving Account is called Creditor. The 
two sides of the ledger account in which each transaction is recorded 
are likewise arbitrarily distinguished, the left-hand side of the 
account being termed debit, and the right-hand side being des- 
ignated credit. Thus, we see that each transaction involves two 
entries in the same set of books, a debit entry and a credit entry; 
and that every debit must, therefore, have a corresponding credit 
and vice versa. Upon this foundation has been reared the whole 
superstructure of modem double-entry book-keeping. 

Advantages of Double Entry. These may be enumerated as 
follows — 

1. A Complete Record of each Transaction. In double entry not 
only are personal accounts kept, but impersonal accounts are also 
opened in order to record all those transactions that involve assets, 
gains, or losses; as, for instance, the purchase of plant, the pay- 
ment of wages, the receipt of discount. 

2. Full Information concerning the Business. The information 
supplied by the books is not limited to the debtors and creditors 
as in Single Entry. The impersonal accounts furnish additional 
information concerning the property and assets of the business, 
and the various gains and losses. 

3. A Check upon the Arithmetical Accuracy of the Clerical Work. 
Since every debit has a corresponding credit, the total debits must 
at any time equal the total credits. Whether this be so or not is 
easily ascertained by means of a Trial Balance. Again, the differ- 
ence between the assets and liabilities on the Balance Sheet must 
be equal to the balance of the Capital Account in the Ledger. 
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4. The Preparation of a Profit and Loss Account and Balance 
Sheet. This can be done from the double entry books themselves, 
as they are self-contained. 



NATURE OF LEDGER BALANCES 

Debit Balances. The debit balances in a Ledger may be classified 
as either assets or losses. If they denote debts, e.g. accounts 
receivable, or if they represent tangible expenditure, e.g. property, 
such as plant, fixtures, etc., they are assets. If they represent 
intangible expenditure, e.g. mere expenses such as wages, rent, 
etc., they are losses. 

Credit Balances. The credit balances that are in a Ledger must 
be either liabilities or gains. If they denote debts, e.g. accounts 
payable, they are liabilities; if they represent income, such as 
discounts received, they are gains. 

Note. The above distinction is of the utmost importance in the 
preparation of a Profit and Loss Account and Balance Sheet, as 
gains and losses are entered in the former, and assets and liabilities 
in the latter. 



BOOKS USED IN BOOK-KEEPING 

The books utilized for the purpose of book-keeping fall naturally 
into two divisions — 

1. Financial Books or Books of Account. These comprise all 
the books that are an integral part of the system of book-keeping. 
They are subdivided into two classes — 

[a) Principal Books, namely, Ledger and Cash Book. 

(b) Subsidiary Books, or books of prime or original entry; such 
as Purchases Book, Sales Book, Journal, etc. 

2. Statistical or Memorandum Books. These are books in which 
are entered the numerous details connected with the business 
operations; details that cannot conveniently be recorded in the 
financial books. Examples of these are the Policy Registers of an 
insurance company, the Cost Books and Stock Books, etc., of a 
manufacturing firm. 

Note. The subsidiary books were originally designed as aids or 
helps (Latin, subsidium = help, aid) to the Journal proper, and the 
totals of the subsidiary books were regularly entered in the Journal. 
They are now aids or helps to the construction of the Ledger, and 
are no longer auxiliaries of the Journal in its present modified 
use. 
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JOURNAL 

Definition. The Journal, or “ daily record/' as originally used, 
was a book of prime entry in which transactions were copied, in 
order of date, from a Memorandum or Waste Book. The entries, 
as they were copied, were classified into debits and credits so as to 
facilitate theif being correctly posted afterwards in the Ledger. 

Journal Superseded by Subsidiary Books. The method of entering 
every transaction into the Journal was soon found to be cumbersome 
and tedious, and also to lack facilities for ready reference. First, 
the cash transactions were omitted and dealt with in another book ; 
then the credit purchases and sales were entered in a separate 
book; finally, the use of the Journal in its original form became 
obsolete, and the book itself was superseded by the subsidiary 
books or books of prime entry. The use of separate books for cash, 
purchases, and sales, besides being a great time saver, also provides 
greater facilities for reference. Strictly speaking, however, these 
books are but modified forms of the Journal proper, though the 
Cash book may be said to be partly a Journal and partly a Ledger. 

Present-day Use of the Journal, in modem counting-houses, 
the Journal, if in use at all, is kept for the purpose of recording 
opening and closing entries, transfers, the writing off of bad debts 
and depreciation, the debiting and crediting of interest, the correc- 
tion of errors — in short, for such entries as cannot conveniently 
be made in any of the other books of original entry, or which are 
not sufficiently numerous to necessitate a special book being devised 
for them. As, however, all these entries can be made direct from 
one Ledger account to another, it is quite possible for a set of books 
to be kept without using a Journal at all. Such a practice cannot, 
however, be recommended. Transfers should certainly be recorded 
in the Journal before being made in the Ledger, so as to obviate the 
danger of one-sided entries, i.e. the entering of a Debit or Credit 
without the contra entry ; for instance, crediting a personal account 
By Bad Debts , and omitting to make the corresponding debit in 
the Bad Debts Account itself. Such entries, of course, prevent 
the periodical agreement of the books. Further, the cause of dis- 
crepancy between the debit and credit totals of the Trial Balance 
is, in such cases, very difficult to trace, as calling-over, re-casting, 
re-balancing, all fail to find it. It often involves the examination 
of large numbers of ledger accounts, in order to find any entries 
not ticked. It is a wise precaution, therefore, to insist upon all 
transfers being made through the medium of the Journal. 

Narration. The modem use of the Journal requires an explana- 
tion at the foot of each entry, in technical language a “ narration." 
Whether a Journal entry involving more than one debit and more 
than one credit should be preceded by the phrase Sundries to 
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Sundries is a matter on which there is a difference of opinion ; but a 
narration is always necessary unless the item speaks for itself — thus, 
“ Bad Debts Dr. to A ” is obviously the writing off of a debt irre- 
coverable from A. On the other hand, if we have “ A Dr. to B,” 
the reason for the entry is not clear without a narration such as 
" Error in posting 20th Jan.” 

PURCHASES BOOK 

Nature and Use. This is one of the subsidiary books, or books of 
original entry in which are entered all goods bought on credit. In 
addition to being called the “ Bought Book ” and “ Bought Day 
Book,” which terms are self-explanatory, it is also termed the 
" Invoice Book,” owing no doubt to the fact that the bought in- 
voices are copied into it, sometimes in detail, sometimes in total. 
Cash purchases are best dealt with in the Cash Book alone, though 
the practice of entering them in the Bought Book as well, in order 
to post the purchases in one total to the Purchases Account, still 
obtains. The rulings vary from the ordinary two columns for 
details and total respectively to the several columns in use in those 
businesses where, owing to the complexity of the transactions, 
analysis becomes imperative if the system of book-keeping is to 
furnish really satisfactory information. 

Guard Books. The tabular Purchases Book (plus an alphabetical 
file) has practically replaced the old-fashioned guard book in which 
the original invoices were pasted, money columns being provided 
for the total of each invoice. The cumbersomeness of the book, 
the labour of folding the invoices in the first place, and the incon- 
venience of unfolding and refolding them whenever reference is 
made, has no doubt led to its gradual supersession. 

Trade Discounts. These are abatements or allowances from the 
catalogue price of goods. They should be deducted from the 
invoices which will be entered net in the Purchases Book and so 
posted into the Ledger. 

Common Errors in the Purchases Book. In writing up the 
ordinary two-column Purchases Book, care must be taken to see 
that no purchases are entered in it except those that are for re-sale . 
If purchases of machinery, fixtures, stationery, coal, etc., are so 
entered, the Purchases Book must be analysed and summarized at 
the end of the month in order that all such items may be posted 
to appropriate asset and expense accounts. These commodities are 
for own use or consumption, and if posted to the Purchases Account 
would cause the gross profit to come out at less than the actual 
amount. 

Trade Purchases Book. There is a marked tendency in many 
businesses to keep the Purchases Book for trade transactions only, 
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i.e. for purchases of goods for re-sale; and, in such cases, the 
Bought Ledger is often called the “ Trade Ledger." Invoices for 
assets and expenses are filed as and when received, and, when paid 
for at time of purchase, the personal side is ignored by posting the 
payment in the Cash Book direct to the asset or expense account 
involved Thus, suppose on the 15th of the month we bought some 
stationery from Messrs. Brown & Co. When the invoice was received 
it would simply be filed, and at the end of the month when the 
account was paid, the entry in the Cash Book would be By Station- 
ery ( Brown & Co .) ; which would be posted direct to the Stationery 
Account. This saves a considerable amount of entering up in the 
Bought Book, and is, perhaps, quite satisfactory in those businesses 
where the items are few and it is the custom to pay all such accounts 
at the end of the month. 



SALES BOOK 

Nature and Use. This is another of the books of original entry. 
In it are recorded all goods sold on credit, i.e. not paid for at the 
time of sale. The book is known by various names : " Day Book," 
" Sold Day Book," and " Sales Day Book." The ruling may be 
the ordinary two columns or it may be the tabular form, which is 
a matter dictated by the requirements of the business. Cash Sales 
should not be included in this book, but should be entered in the 
Cash Book only. If, however, a regular credit customer happens 
to pay cash down for some particular goods in order to reap the 
benefit of a cash discount, it is best for such sale to be passed through 
the Sales Book in the usual way, so that the customer's account 
may be a full record instead of a partial one. But where a customer 
has not a Ledger account with the firm, such a course is, as a general 
rule, wholly unnecessary. It duplicates the work without offering 
any compensating advantage. 

Odd and Even Day Books. In some businesses the custom exists 
of keeping odd and even Day Books ; that is to say, all transactions 
on even dates, such as 2nd, 4th, 6th, etc., will be entered in one 
book; and all transactions on odd dates, such as 1st, 3rd, 5th, 
etc., will be entered in another book. This is done in order to pre- 
vent loss of time through one clerk having to wait for a book that 
another clerk is using. It also ensures the clerical work being up 
to date, for the ledger clerk can be using one Day Book to post 
up the previous day's transactions, while the invoice clerk is using 
the other Day Book to write the current day's transactions. 

Trade Discounts. As with the Purchases Book, so also with the 
Sales Book, these allowances off the selling price should be deducted 
on the invoice, and only the net sale carried out and ported into the 
Ledger. 

Sales Journal. This is a form of Sales Book adopted in those 
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businesses where press-copy or carbon-copy Invoice Books are in 
use. No details are entered in it, but merely the date, name, and 
total of each transaction, columns being provided for the purpose 
of analysis. Reference is made to the detail by quoting the number 
of the invoice or the folio or page of the press-copy book. The 
following is an example — 



SALES JOURNAL 



Date 


No. of 
Invoice 1 


Name 


Led. 

Fol. 


Total 








1 


1 


■ 





























1 Or Press Copy Book folio. 



PURCHASES RETURNS BOOK 

Nature and Use. This book, called also “ Returns Outwards 
Book,” is a book of original entry in which are recorded all returns 
of goods bought . The reason for return may be that the goods are 
of the wrong kind, or not up to sample, or because they are damaged. 
The ruling of the book will naturally be identical with the ruling 
of the Purchases Book. Allowances claimed for breakages, short 
weight, overcharge, etc., are usually dealt with in the same book. 

Debit Note Book. A specially printed Memorandum Book is 
generally utilized. Debit Notes with full particulars are sent to 
the parties concerned, the counterfoils providing the material for 
writing up the Returns Book. 

Posting to Ledger. Each person to whom goods have been 
returned, or from whom an allowance has been claimed, is debited 
in the Bought Ledger, and, at the end of the month, the total is 
credited to the “ Purchases Returns and Allowances Account ” in 
the General or Impersonal Ledger. Some accountants, however, 
prefer to open a separate “ Allowances Account ” for such items 
as are not actual returns, i.e. abatement in price, claims for broken 
or damaged articles, etc. The Allowances Account is finally closed 
to Trading Account through the Purchases Account. 

SALES RETURNS BOOK 

Nature and Use. This book, termed also “ Returns Inwards 
Book,” is a subsidiary book used for the purpose of recording all 
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returns of goods sold . The circumstances necessitating the return 
of the goods may be that they are of the wrong description, or of 
inferior quality, or damaged. The ruling of the book will, of course, 
correspond with that of the Sales Book. Allowances claimed in 
respect of short delivery, breakage, overcharge, etc., are usually 
included in the same book. 

Credit Note Book. A specially printed counterfoil Memorandum 
Book is in common use. Credit Notes, printed in red ink, with 
full details, are sent to the customers concerned, the counterfoils 
supplying the necessary particulars for writing up the Returns 
Book. Since, however, these items arise from claims by customers, 
another method is to file the claims and enter up the Returns Book 
from the file. This ensures that all credits are bona fide claims 
and obviates the possibility of an amount being collected and 
embezzled and then entered as " Returns." 

Posting to Ledger. Each person who has returned goods is 
credited in the Sales Ledger, and, at the end of the month, the total 
is debited to the “ Sales Returns and Allowances Account ” in 
the General or Impersonal Ledger. For such items, however, as 
previously mentioned under Purchases Returns Book, which do 
not partake of the nature of returns, a separate “ Allowances 
Account ” is sometimes kept in addition to a Returns Account, 
and closed at balancing time to the Trading Account through the 
Sales Account. 



CASH BOOK 

Nature and Use. This is a book of original entry, the object of 
which is to record all receipts and payments of money. It is wrongly 
classed as a subsidiary book, for it is really part of the principal 
book, i.e. the Ledger, being nothing more or less than the Cash 
and Bank Accounts taken out of the Ledger and bound separately 
for the sake of greater convenience. This is at once apparent when 
we remember that the Cash and Bank balances, like all other 
Ledger balances, must be entered in the Trial Balance and Balance 
Sheet before either of the latter can be agreed. 

Headings of Cash Book. The ornamental headings Cash and 
Contra are still sometimes found, though they serve no useful 
purpose. 

Rulings of Cash Books. There are different rulings of Cash Books 
in vogue. With the ordinary Cash Books the number of columns 
varies from one (for Cash or Bank) to three (for Discount, Cash, 
and Bank respectively). With tabular Cash Books the number of 
columns may be numerous, according to the nature of business or 
the requirements of the counting-house. (See page 12 under “ Bank 
Cash Book ” for a more modem method of recording cash.) 

Contra Entries. In the ordinary three-column Cash Book there' 
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will be, in addition to the usual receipts and payments of money, 
cross or contra entries, i.e. transfers of money from Cash to Bank, 
and contra transfers from Bank to Cash. A surplus of Cash is paid 
into Bank, and a shortage of Cash is made good by withdrawals 
from Bank. In all such cases an adjusting entry is, therefore, 
required in the Cash Book. 

Cash Discounts. These are deductions made, at the time of 
settlement, from accounts receivable and payable. They are 
entered in a special column of the Cash Book, and their totals 
are respectively posted to a " Discounts Allowed ” and a “ Dis- 
counts Received ” account in the Ledger, so that the exact gain 
or loss by discount may easily be ascertained. 

Treatment of Cheques. In some businesses all cheques received 
are entered in the Cash column ; in others they are entered direct 
into the Bank column. Again, in some businesses, cheques received 
from customers are endorsed on to creditors. Such cheques must, 
both when received and also when paid away, be entered in the 
Cash columns. The practice is, however, unsatisfactory — all cheques 
should preferably be cleared through a bank the same day as 
received. 

Cash Sales. Where the Cash Sales, or “ till takings,” as they 
are often called, are not very large or numerous, the total is generally 
entered at the end of the month in the General Cash Book, and 
posted to the Sales Account in the General Ledger. But where the 
transactions are both large and numerous, a separate Cash Sales 
column is provided for the daily or weekly amount, and the monthly 
total of this column is posted to the Sales Account. 

Bills Receivable and Payable. Where Bills Receivable and Bills 
Payable are very numerous it is not unusual to find separate columns 
provided in the Cash Book to accommodate such receipts and pay- 
ments. Only the monthly totals of such columns are posted to 
the General Ledger accounts for bills, thus saving the labour of 
posting a considerable amount of detail. The detail posting, how- 
ever, possesses the advantage of showing at a glance which bills are 
outstanding. 

Posting to Ledger. All items in the Cash Book (excepting bal- 
ances and cross entries) are posted into the Ledger. The receipts 
on the debit side of the Cash Book are posted to the credit of the 
Ledger accounts affected, “By Cash,” and “By Discount” (if 
any) ; and the payments on the credit side of the Cash Book are 
posted to the debit of the Ledger accounts concerned, “ To Cash,” 
and w To Discount ” (if any) ; or, the Cash and Discount are fre- 
quently added together and posted as “ Cash, etc.” It depends 
largely upon whether the advantage of having the two items 
in the Ledger compensates for the time occupied in making two 
entries instead of one in each case. The discount total on the Dr. 
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side of the Cash Book is posted to the Dr. of Discount Account 
in the Ledger, as the items have been posted individually to credit 
of the personal accounts. The reverse applies to those on the Cr. 
side, i.e. the total discount on the Credit side is posted to the credit 
of the Discount Account, the items having been posted individu- 
ally to the debit of the personal accounts. Very often the discount 
totals on each side are posted to separate accounts, as previously 
mentioned when dealing with Cash Discounts. 

Balancing the Cash Book. To avoid the trouble, as well as the 
possibility of error, of continually carrying forward large amounts 
on each side, the Cash Book is balanced at least once a month, 
and the balances are carried down to the new period. 

Bank Cash Book, A modem development of the three-column 
Cash Book (Discount, Details, Bank), known as the “Bank Cash 
Book ” is much in use at the present day. All money received 
is paid into the Bank intact, and all payments except Petty Cash 
payments are made by cheque. The debit side of the Cash Book 
is written up from printed and numbered carbon copy receipts, 
and the credit side from the counterfoils of the cheques paid away. 
No cross entries are necessary ; when money is paid into the Banx, 
the amount is simply extended into the Bank column ; and when 
money is drawn for Petty Cash, the amount is credited out of this 
Cash Book and posted to the debit side of a separate Petty Cash 
Book. 

Cash Systems, The forms of Cash Books outlined, whilst in very 
general use, do not represent the last word in system as applied to 
the control of cash under modem conditions of commerce. The 
student must not imagine that there is a one and only Cash Book 
in use (though ruled with two or more columns) in the counting- 
house. As the Journal has been superseded by a number of subsidiary 
books which contain transactions peculiar to them, so also has the 
Cash Book proper been adapted to meet modem requirements. The 
first change is wherein the Cash Book is composed of two books, 
namely, “ Cash Received ” and “ Cash Paid.” These books are 
again subject to division as determined by the circumstances of the 
business. The counting-house may have “ Received ” and “ Paid ” 
Cash Books corresponding to Debtors and Creditors for different 
localities, etc. Again, a " Cash Paid ” Book may be had for control 
over “ real ” expenditure, and a further one for expenditure on 
“ fixed ” charges* Whenever transactions in cash in any particular 
direction assume sufficient importance as to their nature and extent, 
then special provision for its control in the cash system will be 
effected. A cash system develops side by side with a business, and 
only a thorough knowledge of practical conditions can indicate the 
best system of control of cash. Cash systems are applied in a very 
thorough and efficient manner by public utility companies, such 
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as Gas companies, Water companies, and Railway companies, etc. 
Insurance companies have a very elaborate system of control over 
cash, and an idea of the system is appended. 

Reverting to the " Cash Book," it remains to be said that its 
function under a cash system is that of a summary — or “ total " 
cash account — and contains only the final figures taken from the 
subsidiary cash books. 

The Cash system of a life assurance office provides the following 
Cash Books and registers for control over money received and paid 
through its offices and agencies. 

A General Cash Book, for daily totals, with two subsidiary 
cash books, namely, " Cash Received " and “ Cash Paid." 

1. The Cash Received Book is provided with the following 
columns — 



(a) Premiums. v 

(£) Interest. 

(c) Dividends on loans and in- 

vestments. 

(d) Loans repaid. 

(e) Branch and agency remit- 

tances, etc. 

(f) Consideration for annuities. 



The amounts entered in the respective 
columns are, in turn, supplied from 
" subsidiary " cash books. 

Examples of these are — 

1. H.O. Premium Cash Book. 

2. Agency Remittances Cash Book. 

3. Loans Cash Book, etc. 



2. The Cash Paid Book is provided with the following columns — 



(a) Claims. 

(b) Annuities. 

(c) Bonuses. 

\d) Surrenders. 

(e) Loans. 

If) Investments. 

{g) Reassurances. 

(h) Management expenses, etc. 

(i) Sundry Expenses. 



\ The amounts entered in the respective 
columns are, in turn, supplied from 
“ subsidiary " cash books. 

Examples of these are — 

, 1. '* Claims M Cash Books (Ordinary and 

Industrial). 

2. Loans on Policies Cash Book. 

3. Annuities Cash Book. 

4. Surrenders. 

5. Petty Cash Book, etc. 



Although special cash books may not be provided for all classes 
of receipts and payments, there would be adequate means of control 
by records in appropriate books, registers, etc. 

Reconciliation Account. This is a statement drawn up in order 
to agree the Bank balance as shown by the Bank Pass Book , with 
the Bank balance as shown by the Bank column of the Cash Book . 
The statement is generally copied into the Cash Book at the end 
of the month as a permanent record. The two balances seldom 
agree. Cheques paid away to creditors are entered in the Cash 
Book as at the date they are drawn, but they will not be shown 
in the Pass Book until the creditors have cleared them. Again, 
cheques paid into the Bank do not always appear in the Pass Book 
on the same date; the “ clearing," especially in the case of country 
cheques, is not always effected on the day they are lodged with the 
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bank. On checking the Pass Book with the Cash Book at the end 
of the month there will be several items not ticked in the Cash 
Book, simply because they are not included in the Pass Book. These 
items furnish the material for the adjusting entries as shown in the 
pro forma example below. The statement is written in red ink. 



RECONCILIATION STATEMENT 





£ 


s. 


H 


£ 


s. 


d. 


Bank Balance as per Pass Book . 








550 


10 


6 


Add Cheques, etc., paid in, not cleared 


67 


13 


B 


67 


13 


2 










618 


3 


8 


Deduct Cheques paid away, not yet 














presented — 














Smith & Son .... 


16 


2 


9 








Jones & Co 


23 


4 


K1 








Brown & Roberts .... 


10 


15 


B 


50 


2 


6 


Bank Balance as per Cash Book . 


■ 


■ 


B 


£568 


1 


2 



PETTY CASH BOOK 

Nature and Use. This is a book of original entry devised for the 
purpose of relieving the General Cash Book of much cumbersome 
-detail. It is used for recording the numerous petty disbursements 
incidental to modem businesses. There are various methods of 
keeping the Petty Cash, the money for which is advanced in round 
sums as and when required. In small businesses a Memorandum 
Cash Book is kept, and at the end of the month the total expenditure 
is credited in the General Cash Book and charged to the Trade 
Expenses Account ; in other cases the expenditure is analysed under 
appropriate headings, and the analysis is copied into the General 
Cash Book for posting to the corresponding Ledger accounts. A 
Petty Cash Account is often raised in the Ledger, and the monthly 
summary journalized and posted to the debit of the accounts con- 
cerned and to the credit of the Petty Cash Account. 

Imprest System. The most up-to-date method of keeping the 
Petty Cash is what is known as the " Imprest System," by means 
of which a certain sum of money is definitely “ retained ” or 
4t held ” for Petty Cash expenditure. At the end of the month a 
cheque is drawn for the exact sum spent, so that the imprest 
amount is always in hand at the commencement of each month. 
The expenditure is recorded in a tabular Petty Cash Book, which 
is utilized as a posting medium. By this method the expenditure 
is analysed daily as it occurs, thus saving the trouble of monthly 
analysis ; while the posting of the columnar totals direct from the 
Petty Cash Book to the expense accounts in the General Ledger 
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instead of through the medium of the Journal, is a great saving of 
labour, and also minimizes the risk of error inasmuch as copying 
into the Journal is dispensed with. 

BILL BOOKS 

Nature and Use. These are two subsidiary books, called Bills 
Receivable Book and Bills Payable Book respectively, used 
for the purpose of recording all bills drawn, received, and accepted 
by the firm, and the necessary particulars connected with them, 
such as drawer, drawee, payee, tenor, where payable, due date, 
etc. 

LEDGER 

Nature and Use. We come now to what is called the principal 
book, namely, the Ledger. As has been previously stated, a part 
of the Ledger, called the Cash Book, is bound as a separate book 
for the sake of convenience. The word ledger is derived from the 
Old Dutch legger, from leggen = to lie. The whole of a trader's 
transactions are entered from the subsidiary books into the Ledger, 
but in a summarized and classified form, e.g. all Smith's trans- 
actions in Smith's Account, all Sales transactions in Sales Account, 
but in total instead of in detail, and so on. The transactions, so 
to speak, lie there ready for reference. 

Rulings of Ledgers. Many different rulings are met with in 
business. The most usual have columns for date, particulars of 
transactions, folio, and amount. Double money columns are in 
use where the business has foreign customers, one column being 
kept for currency and the other for sterling. Double money 
columns are also provided in order that accounts may be ruled off 
as and when paid. 

Index. In order to facilitate reference to the accounts contained 
in it, each Ledger is furnished with an alphabetical index, which is 
either at the commencement of the Ledger or bound as a separate 
book. Card Indexes are in vogue in many businesses. The index 
cards are kept in a tray, a separate card being used for each cus- 
tomer's name. They have many advantages ; new names may be 
added without throwing the others out of order; they also effect 
a great saving of labour, as the necessity for re-writing an index 
does not arise. 

Subdivisions of the Ledger. The usual subdivisions of the Ledger 
are as follows — 

Purchases or Bought Ledger (sometimes termed “ Creditors' 
Ledger n ), which contains the creditors ' accounts. 

Sales or Sold Ledger (sometimes termed " Debtors' Ledger "), 
which contains the debtors' accounts. 

Impersonal or General Ledger, which contains the real and 
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nominal accounts. The term Nominal Ledger is sometimes applied 
to this Ledger; but this is inaccurate, since such a designation 
should, strictly speaking, embrace only those accounts that relate 
to gains and losses. 

Private Ledger, which contains the Capital Account and Drawings 
Account of the proprietor or of each of the partners. It also con- 
tains the Trading and Profit and Loss Account and Balance Sheet 
for each half-year or year. 

Other Divisions of Ledgers. In addition to the above, we find 
other subdivisions such as Bills Receivable and Bills Payable 
Ledgers, Agents' Ledgers, Branch Ledgers, Consignment Ledgers, 
Investment Ledgers, etc., each firm adapting the division to meet 
its own particular requirements. 

Sectional Division of Ledgers. In some businesses the Bought 
Ledgers and Sales Ledgers are divided into sections (a) alphabetically 
as A-G, H-L, M-R, S-Z; (b) departmentally as A Dept., B Dept., 
or Hosiery Dept., Drapery Dept. ; or (c) geographically as Town, 
Country, Foreign. 

Balancing of Ledgers. No hard and fast rule can be laid down 
for balancing and ruling off Ledger accounts. In some businesses 
it is done monthly, in others quarterly. Again, in some businesses 
accounts are also ruled off as and when paid ; in others, only at the 
close of each half-yearly or yearly trading period, it being desired 
to see the turnover of each customer. Probably the balance of 
convenience is to rule off an account whenever a payment is made, 
so that the composition of the balance remaining may be seen at a 
glance. 

LOOSE LEAF AND CARD LEDGERS 

Nature and Use. Loose Leaf Ledgers consist of sheets ruled like 
the pages of an ordinary bound Ledger, such sheets being inserted 
or abstracted from an expanding binder as and when required. 
A certain number of sheets are printed and numbered; and a 
register is kept which shows when and to whom they were issued. 
The sheets are arranged alphabetically, Al, A2, A3, etc., Bl, B2, B3, 
etc., Cl, C2, C3, etc., and the number given to a customer when an 
account is opened for him always appears on all sheets relating to 
this particular customer. Thus, suppose James Smith is the twenty- 
third customer whose name begins with S; then S23 will always 
appear on the Ledger sheets of James Smith's Account. The 
Ledger sheets are kept in two distinct binders or holders, one for 
live or current accounts, and the other for dead or closed accounts. 
If the transaction is a chance one, the customer's account, when 
paid, is transferred to the closed section ; if it is followed later on 
by further transactions, the account is retransferred to the current 
section. Card Ledgers are on exactly the same principle, the cards. 
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however, being kept in special trays or drawers. The loose-leaf 
binders and the card trays or drawers are generally fitted with 
patent locking devices, the keys of which can be retained by some- 
one in authority. Though very suitable for the personal accounts 
of debtors and creditors, they can also be used to advantage for 
statistical records, such as cost accounts, register of members of 
a joint stock company, etc. 

Advantages. The advantages claimed for Loose Leaf and Card 
Ledgers are as follows — 

1. The current Ledger is not cumbered with dead or closed 
accounts, as the latter are taken out and filed separately; neither 
does it contain a number of blank pages. 

2. There is no need for an index, the cards and leaves being 
arranged alphabetically. 

3. The labour of making new indexes and of opening entirely 
new Ledgers is dispensed with. 

4. The Ledgers are continuous or “ perpetual.' 1 Extra leaves or 
cards are added for each new account. 

5. The work of posting, rendering statements, or taking out bal- 
ances can be performed much more quickly, as sheets can be allotted 
to a number of clerks simultaneously. 

6. An account is continuous, not scattered over many pages of 
the Ledger and frequently necessitating much backward and for- 
ward reference when the account is one of any extent. 

7. When accounts are the subject of litigation, to produce a 
few loose leaves or cards instead of a bound book or books would 
obviously be to the advantage of the court and the litigant, and 
also to the coun ting-house, as it would not bring the clerical work 
to a standstill owing to the books being away. 

Disadvantages. The principal disadvantages of Loose Leaf and 
Card Ledgers are — 

1. The cards or leaves may be accidentally or wilfully lost or 
destroyed. 

2. Fresh cards or leaves may be fraudulently substituted for 
others, in order to commit or conceal fraud. 

3. The uncertainty as to whether such Ledgers would be recog- 
nized if put in as evidence in a court of law. 

Loose Leaf v. Card Ledgers. The advantages claimed for the 
Loose Leaf over the Card System are — 

L The form of the Ledger is maintained with any consequent 
benefits. 

2. The Ledger sheets are not so likely to get displaced or lost, 
as they are larger than the cards. 

3. It is just as suitable for large as for small accounts. A better 
idea of an account can be obtained by glancing over a few sheets 
than by looking at numerous cards. 
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4. The utility of Card Ledgers is restricted to the ordinary debtor 
and creditor rulings. Elaborate rulings are not possible on small- 
sized cards. 

On behalf of the Card System it is contended that cards are 
more easily handled, and that there is little risk of cards being 
displaced or lost. 

SLIP SYSTEM OF BOOK-KEEPING 

Nature and Use. Mention must here be made of what is known 
as the “ slip ” system of book-keeping. It is really a reintroduc- 
tion of the earliest methods of “ book-keeping without books," 
or “ accounting,” as it should be more properly called in such 
cases ; that is, a recording on loose sheets of paper, of transactions 
usually entered in subsidiary books. In its widest sense the term 
includes also loose-leaf and card Ledgers. Under the ordinary 
system of book-keeping, transactions are recorded in books of 
original entry, and these transactions have to be copied into the 
Ledger. The copying process has to be continued into other 
books according to the complexity of the transactions and the 
requirements of the business itself. The object of the slip system 
is to do away with this constant re-copying, by making the original 
record serve all the purposes of book-keeping. Thus, a carbon 
copy of an invoice may serve the purpose of both Day Book and 
Ledger Account. The counterfoils of receipts and cheques may be 
posted direct to the Ledger Accounts affected, thus avoiding the 
copying into the Cash Book and the subsequent copying from there 
into the Ledger. Naturally, there are many variations of detail in 
practice, a constant compromise, so to speak, between principle and 
convenience. The slip system has been adopted by banks for many 
years, the numerous customers' accounts being regularly posted up 
from original “ dockets,” such as paying-in slips, cheques, etc. 

Advantages. The following advantages are claimed for the slip 
system of book-keeping — 

1. Saving of time and labour, as it reduces the number of sub- 
sidiary books. 

2. Ledgers can be posted more promptly, as the slips can if neces- 
sary, be distributed among several ledger clerks simultaneously. 

3. The minimizing of the risk of error, as much copying into 
intermediate books is dispensed with. 

4. Ready reference from the Ledger direct to the original slips. 

Slip Day Book. A large book is generally used with at least three 

or four printed and numbered invoice forms on a page. Carbon 
copies are obtained each time an invoice is made out. Postings 
are made from the carbon facsimiles (which are also detachable), 
direct to the personal accounts in the Ledger. References are 
made in the Ledger to the number of the posting slips, which arc 




BOOK-KEEPING UP TO THE TRiAL BALANCE 19 

then carefully filed alphabetically, and in order of date. If subse- 
quent reference is likely to be frequent, the detail itself is often 
copied into the Ledger so as to avoid the constant turning up of 
slips. The amount of each invoice is extended into money columns 
provided on the counterfoils, or entered on a summary sheet against 
its corresponding number, or into a specially ruled dissection book 
if dissection is necessary; and the totals of the counterfoils, sum- 
mary sheet, or dissection book are posted periodically to the Sales 
Account. ' In some cases, however, the amount of each slip is 
posted direct to the Sales Account. A simple form of such day 
book is in use in most retail shops. Carbon copy " bills ” or in- 
voices are made out for each sale, one copy being given to the cus- 
tomer and the other handed in at the cash desk. Each form is 
numbered, and the amount of each sale is registered on a summary 
sheet at the back of the book, so that the total sales may be ascer- 
tained daily or periodically. Where dissection is imperative, the 
carbon duplicates are usually on different coloured papers, accord- 
ing to the departments making the sales; and dissection is easily 
carried out, by simply sorting the slips into their different colours 
and then totalling them. Under this system, one of the commonest 
errors is guarded against, namely, the sending out of an invoice 
without any record of the sale being made in the Day Book. It is 
not necessary that the invoices be written by hand ; they can be 
typewritten, if desired. The principal objections to the ordinary 
bound Day Book are the length of time taken to compile it, lack 
of facilities for dissection, and the uncertainty as to whether the 
entries made therein correspond exactly with the invoices sent out 
to the customers. 

Slip Cash Book. For the General Cash Book it will no doubt 
be found desirable to retain the ordinary bound form of book. 
But where numerous subsidiary Cash Books are in use, a great 
saving of labour may be effected by the adoption of the slip system. 
An ordinary sized Cash Received Book is employed, having three 
or four printed and numbered carbon copy receipt forms on a page, 
which are provided with numbered counterfoils ruled with money 
columns. The carbon duplicates are detached and handed to the 
ledger clerks concerned for posting to the various personal accounts, 
after which they are filed alphabetically and in order of date. The 
totals of the counterfoils serve as a check on the debit side of the 
General Cash Book, and also for the purpose of compiling adjust- 
ment accounts for " Self-balancing Ledgers." The practice of using 
carbon receipts obviates the risk of money being received and 
acknowledged without any record being made of it. It is not, how- 
ever, an infallible safeguard against embezzlement, as the receipts 
may be fraudulently altered ; but it is a sufficient safeguard, inas- 
much as alteration or erasure can be more or less easily detected. 
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As regards a Cash Paid Book, the same system could be employed 
i.e. each page would contain three or four cheque forms provided 
with detachable duplicates, and with counterfoils ruled with money 
columns The duplicates would be used for the purpose of posting 
to the Bought Ledger and Impersonal Ledger accounts, while the 
counterfoils when totalled would act as a check on the credit side 
of the " General Cash Book/' But there is hardly the same neces- 
sity as with money received, because the payments are much less 
numerous and more subject to supervision. It is, therefore, desir- 
able to retain the old method of writing up the General Cash Book 
from the particulars on the cheque counterfoils, and to post the 
Ledger accounts concerned direct from this book. 

Slip Ledger. Where it is desired to make the original slip serve 
all the purposes of book-keeping, the sale slips are not filed away in 
order of date, but are sorted into alphabetical order and placed in 
separate files or drawers. The personal account of each customer, 
therefore, consists of loose slips. When transactions are settled, the 
slips are removed to another set of files or drawers. This system 
is only suitable for businesses where the number of customers is 
very numerous, but the transactions with each only few in number, 
e<g. where the customers are chance and not regular ones. It may 
also be used for businesses where the accounts are nominally on 
a cash basis, but where it is sometimes necessary to give regular 
customers seven to ten days* credit. The advantages of this method 
are that it is absolutely direct, there being no intermediate entry 
between the original slip and the Ledger ; also it obviates the risk 
or error arising from copying. 

TRIAL BALANCE 

Definition. A Trial Balance is a schedule or list of balances, bodh 
debit and credit, extracted from the accounts in the Ledger, and 
including the Cash and Bank balances from the Cash Book. 

Object of the Trial Balance. Under double entry, the total debits 
in the Ledger must he equal to the total credits, and the Trial 
Balance is the recognized method of ascertaining whether this is 
so or not. The Trial Balance, being an epitome of the Ledger, is 
also used as material for preparing the Profit and Loss Account and 
Balance Sheet. 

Ways of Constructing a Trial Balance. A Trial Balance can be 
constructed in two ways, (l) by means af totals, (2) by means of 
balances. Taking out the totals on each side of the Ledger accounts 
is seldom done nowadays. In theory exercises, when everything has 
been put through the Journal, the total of the debits and credits 
must also agree with the total of the Journal entries, thus affording 
an additional check on the accuracy of the postings. The modem 
method of preparing the Trial Balance is to take out the balances 
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of accounts* ignoring altogether those accounts in which the amounts 
on the one side correspond with the amounts on the other side* 
Some business houses, however, take out the Trial Balance in 
compound form, i.e. the totals and balances side by side. It has 
the advantage of revealing compensating errors, for the total of 
the debit column of the Trial Balance must then agree with the 
total of those subsidiary books that are posted to the debit of 
accounts in the Ledger ; and the total of the credit column of the 
Trial Balance must likewise agree with the total of those subsidiary 
books that are posted to the credit of accounts in the Ledger. 
Where, after repeated attempts, the totals of the Trial Balance 
cannot be made to agree, the difference is, in practice, put tem- 
porarily to a special account entitled " Suspense Account/' or 
“ Error in Books," to await developments. But in a properly 
organized concern, nothing short of an exact balance can be con- 
sidered satisfactory. 

Trial Balance not an Absolute Proof. The Trial Balance is a 
proof only of the arithmetical accuracy of the postings; and even 
so, it is only prima facie evidence of such accuracy. Certain classes 
of mistakes, as under, are not shown by the Trial Balance prepared 
in the modern or simple form, i.e. balances only — 

1. Omission of Entries. If both the debit and credit entries of 
a transaction have been omitted, the Trial Balance will not be 
affected, and will not, therefore, reveal the error. 

2. Compensating Errors. If one account has been under- or over- 
debited or credited with a certain amount, say £20, and another 
account has been under- or over-debited or credited with the same 
amount, it will not prevent the agreement of the Trial Balance. 
Hence, the error will not be revealed. 

3. Misposting of Accounts. If £100 has been posted to the credit 
of R. Smith instead of to the credit of F. Smith, or if £50 has been 
debited to F. Brown instead of F. Rogers, such a mistake does not 
throw out the Trial Balance. 

4. Errors of Principle. If an item of revenue expense is debited 
to an asset account (or vice versa), the error does not affect 
the agreement of the Trial Balance and, therefore, it is not 
revealed. 

Common Errors in Trial Balances. The reason why the totals of 
many Trial Balances cannot be agreed at the first attempt is very 
often due to one or more of the following errors — 

1. Debit balances in the Ledger have been entered in the credit 
column of the Trial Balance, and vice versa. This, however, would 
only happen where debtors and creditors were in one Ledger. 

2. Balances missed in extracting lists of debtors or creditors. 

3. Bad figures. 

4. Errors in calculations. 
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5. Allowances, etc., entered in personal accounts without coming 
from a Returns Book. 

6. Reversal of figures £18 11s. for £0 18s. lid., £7 9s. Id. for 
£1 9s. 7d. 

7. The Purchases Book and Sales Book totals not posted to the 
Purchases and Sales accounts respectively. 

8. The Discount totals in the Cash Book either not posted to the 
Discount Account, or misposted , the sides being frequently reversed 
in error. 

9. Cash and Bank balances, as per the Cash Book, omitted from 
the Trial Balance, or entered in the credit column instead of the 
debit, an error caused by the balances on the credit side of the Cash 
Book not having been brought down to the debit side thereof. 

Construction of Trial Balance from List of Balances. Examination 
questions are sometimes set asking for the preparation of a Trial 
Balance from a given list of balances. This means that the items 
have to be sorted into debits and credits, the totals of which must 
agree. The procedure is not so simple as it looks at first sight, as 
students find when they actually essay the task. The following 
rules will be found useful — 

1. Assets and Losses are debit balances. 

2. Liabilities and Gains are credit balances. 

Thus, regarding Purchases, Wages, Rent, etc., as losses, they will 
be entered in the Dr. column of the Trial Balance; and looking 
upon Sales, Discounts Received, Interest Received, etc., as gains, 
they will be entered in the Cr . column. Again, Stock, Plant and 
Machinery, Bills Receivable, etc., being assets, will be placed in 
the Dr. column; while Capital, Loans, Bills Payable, etc., being 
liabilities, will be placed in the Cr. column. 

In items such as Interest and Discount it must be stated whether 
they have been received or paid; while the balances of personal 
accounts must be indicated as either Dr. or Cr. Sometimes, the 
two sides of the Trial Balance do not agree by a large amount, and 
if there is no Capital mentioned, the difference should be entered 
as such. In some cases, the question paper states that a business 
is purchased for a certain sum, but the net assets taken over (i.e. 
total assets less liabilities) amount to a smaller sum than the pur- 
chase price. The difference, of course, is goodwill. 

QUESTIONS ON CHAPTER I 
A 

1. Define “ Book-keeping.” What are its objects? 

2. Trace briefly the history of book-keeping and its modern additions. 

3. What is Capital? What is a Deficiency? Explain the terms “ trading/' 
“ fixed/' " floating/’ “ circulating/' “ positive/' ” negative/' “ loan/' and 
“ working " capital. 
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4. What is meant by “ Assets "? Explain the following terms in reference 
thereto: “fixed," “floating," “liquid," “wasting," “fictitious." Give 
examples showing that “ fixed " assets may sometimes be “ floating," and 
vice versa. 

5. What is meant by an “ Account " ? What two main divisions of accounts 
are there, and how are they subdivided ? Explain what is meant by “ real " 
and “ nominal " accounts, and give examples of same. Show by means of 
examples how some impersonal accounts may be personal in meaning, and 
also how some accounts may be both real and nominal. 

6. How many systems of book-keeping and accounting are there? Give 
a short explanation of each. 

7. Explain briefly the theory of “ double entry," and of “ debit and credit." 

8. What are the principal advantages of “ double entry " ? 

9. Explain the signification of the debit and credit balances in a Ledger. 
Why is their proper classification of great importance ? 

10. What are the books used in book-keeping? Give a short explanation 
of each class. Explain the meaning and application of the term “ subsidiary." 

B 

1. Define the term “ Journal.” Explain why the Journal has been gradu- 
ally superseded by other " books of original entry." 

2. Explain the present-day use of the Journal. Why is it important that 
transfers should always be made by means of Journal entries? What is 
meant by “ narration " ? 

3. Explain the nature and use of the Purchases Book. What other names 
has it ? How should Cash purchases be treated ? 

4. What are “ trade " discounts, and how should they be treated in books? 
Give examples of some common errors in the Purchases Book. 

5. What is meant by a “ Guard Book," and a “ Trade Purchases Book "? 

6. Explain the nature and use of the Sales Book. What other names has 
it ? How should Cash sales b.e dealt with ? Are there any exceptions to the 
general rule ? 

7. Explain the practice of keeping “ odd " and “ even " Day Books, and 
its advantages. 

8. Explain, with facsimile ruling, the nature and use of a “ Sales Journal." 

9. Explain the nature and use of a Purchases Returns Book. What other 
name has it ? What is a Debit Note Book ? 

10. Explain the nature and use of a Sales Returns Book. What other name 
has it? What is a Credit Note Book? 

11. What is a Cash Book? Explain its use. Is the Cash Book a “ prin- 
cipal " or a “ subsidiary " book? Give reasons for your answer. 

12. Explain the terms “ Cash," “ Contra," “ Dr," and “ Cr " in a Cash 
Book. Wbat are “ cross " or “ contra " entries? 



C 

1. What are “ cash" discounts, and how should they be treated in the 
books? What variations are there in practice with regard to the treatment 
of cheques? 

2. How should Cash Sales be treated in the Cash Book? Why are columns 
for Bills sometimes found in the Cash Book? 

3. How is the Cash Book posted to the Ledger as regards (a) receipts, 
(£>) payments, (c) discounts? When is the Cash Book balanced, and why? 

4. Explain briefly the nature and use of a “ Bank Cash Book." Submit 
example and make six specimen entries therein. 

5. What is a Reconciliation Statement or Account? Submit pro forma 
example of same. 
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6. Explain briefly the nature and use of a Petty Cash Book, and its con- 
nection with the Cash Book, Journal, and Ledger. 

7. What is meant by the Imprest System of keeping the Petty Cash? Give 
a short account of its operation and advantages. Submit ruling of such a 
Petty Cash Book, and enter therein six specimen transactions. 

8. Explain the nature and use of Bill Books. Submit rulings and make 
three specimen entries in each book. 

9. What is a Ledger? Explain the use of the book and the derivation of 
the word. 

10. What is the object of double money columns in some Ledgers? What 
is an Index? Explain the use and advantages of Card Indexes. 



D 

1. Name the usual subdivisions of the Ledger, and give a short description 
of each. What mistake is sometimes made with reference to the use of the 
term " Nominal Ledger ” ? 

2. What other divisions of Ledgers are sometimes met with ? Explain the 
" sectional ” divisions of Ledgers. When should Ledgers be balanced ? 

3. Describe briefly the nature and use of “ Loose Leaf " and “ Card n 
Ledgers. 

4. Enumerate (a) the advantages and disadvantages of Loose Leaf and 
Card Ledgers as compared with the ordinary Ledgers, (6) the relative advan- 
tages of Loose Leaf over Card Ledgers, and vice versa. 

5. Write a short description of the " Slip System ” of book-keeping or 
accounting. What advantages are claimed for it ? 

6. Explain briefly the nature and use of (a) Slip Day Book, ( b ) Slip Cash 
Book, (c) Slip Ledger. 

7. What is a Trial Balance? What is the object of it? 

8. In how many ways can a Trial Balance be constructed? Explain each 
method and the advantages attaching thereto. 

9. What errors are not disclosed by the Trial Balance in its modem form ? 

10. Describe some of the common errors which prevent the agreement of 
Trial Balances. 

11. State the rule for classifying Ledger balances into debits and credits 
when preparing a Trial Balance from a given list of balances. 



EXERCISE I 

1. Journalise the following — 

(«) Jan 15th. Exchanged 3 Carpets, valued at £4 each, for 2 Office Desks 
worth £\2. 

(6) Exchanged, on Jan. 17th, Office Safe, valued at £20, for Typewriter 
worth £25. 

2. Enter the following transactions into a suitable Purchases Book, showing 
discounts in full detail — 



Jan. 1. Bought of A. Brown, 20 bags of Coffee, less 10 per cent 

trade discount, net 

„ 5. Purchased from R. Smith & Co., 12 cases of Sugar, less 

12J per cent trade discount, net .... 
„ 9. Bought of T. Titus, 6 chests of Tea, less 20 per cent 

trade discount, net 

„ 15. Bought of O. Omicron & Son, 20 bags of Coffee, less 7£ 
per cent trade discount, net ..... 
„ 23. Purchased of P. Peters, Ltd., 20 cases of Sugar, less 5 
per cent trade discount, net ..... 

27. Bought of L. Lucas, 12 bags of Cocoa, less 25 per cent 
trade discount, net ...... 



L s. d . 

72 18 - 

42 14 - 
36 12 4 
74 15 5 
57 19 - 
28 14 6 
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3. Peter Smith sold on 1st February last to John Swift a parcel of Goods 
to the value of £580 net; the terms of payment were originally cash in a 
month, but, subsequently, these terms were altered, Swift arranging to pay 
£130 in cash on the Goods being delivered, and as to the balance, to accept 
Smith's draft at two months for £250, and at four months for £200, Swift 
also agreeing to pay in cash Discount at 4 per cent, with 1 per cent Commission 
on the two Bills. This agreement was carried out ; the £130 with the Discount 
and Commission Swift paid, and the two drafts as accepted by him, handed 
over to Smith. 

Make the necessary Journal and Cash Book entries recording this transaction 
and post to Ledger Accounts. (London Chamber of Commerce.) 

4. Set out below are extracts from the Cash Book (Bank columns only), 
and Bank Pass Book of J. Bull. Prepare a “ Reconciliation Statement " as 
on December 31st. 



CASH BOOK 







£ 


s. 


d. 








£ 


s. 


d. 


Dec. 1 


To Balance 


458 


2 


6 


Dec. 


2 


By Wages 


48 


— 


- 


„ 4 


„ J. Smith & Co. . 


51 


10 


8 




4 


„ Petty Cash 


10 


- 


- 


» 7 


„ Brown Bros. 


104 


8 


6 




9 


„ Self (Private) 


100 


- 


- 


„ 9 


„ Geo. White & Son 


44 


18 


4 




14 


„ J. Tucker . 


284 


2 


9 


„ 11 


„ Buller & Co. 


124 


2 


4 




10 


„ Wages 


51 


- 


- 


„ 29 


„ Plumer & Co. 


98 


_ 


2 




20 


„ Cheque Book 




4 


2 


„ 30 


„ P. Methuen 


208 


10 


4 




30 


„ Chermside & Co. 


41 


_ 


10 


„ 31 


„ Cronje & Co. 


84 


14 


9 




31 


„ Salaries 


35 


_ 


- 














31 


„ Wages 


49 


- 


- 














31 


„ Hunter & Co. 


101 


4 


8 














31 


„ Balance c/d 


455 


1 


2 






1,174 


13 


7 








1,174 


13 


7 


Dec. 31 


To Balance b/d 


455 


1 


2 















BANK PASS BOOK 



(J. Bull in A/c with the Blankshire Bank) 









£ 


5. 


d. 






£ 


s. 


d. 


Jan. 


1 


To Self . 


50 


- 


— 


Dec. 31 


By Balance forward 


205 


15 


5 




1 


„ Comm, on Scotch 








19.. 












Draft (Plumer 








Jan. 1 


„ Plumer & Co. . 


98 


_ 


2 






& Co.) . 






0 


„ 1 


„ Cronje & Co. 


84 


14 


9 


u 


2 


„ Hunter & Co. 


101 


4 


8 


„ 3 


„ J. Dundonald . 


49 


14 


8 


99 


2 


„ P. Carew . 


48 


1 


- 


„ 4 


„ P. Methuen 


208 


10 


4 




3 


„ Comm, on Scotch 








,, 0 


„ J. Smith & Co. . 


48 


13 


0 






Draft (J. Dun- 
donald) . 






3 














3 


„ Unpaid Draft 






















(Cronje & Co.) 


84 


14 


9 












9 9 


3 


„ Chermside & Co. 


41 


— 


10 












99 


7 


„ Wages 


52 

















(London Chamber of Commerce.) 



REVISION EXERCISE 1 

1. Explain what systems of Book-keeping are used in ordinary practice, 
and state the differences between such systems, and which system, if any, 
is to be commended above the rest for its adaptability to all classes of business. 
(London Chamber of Commerce.) 
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2. What books are generally used in the Office of a Merchant Trader? 
State their several and respective uses. Give a ruling of a form of Cash Book 
that you would recommend. (London Chamber of Commerce.) 

3. Put the following entries into subsidiary books, and assume that the 
trader pays all his Cash receipts intact into the Bank, and pays everything 
(excepting Petty Cash payments) by Cheque. Post to Ledger and draw out 
Trial Balance. 

July 2. Sold Peter Jones 12 pieces Tapestry Carpet, 240 yd., at Is. 9d., less 
2$ per cent Cash in 7 days. 

„ 2. Cash received. Ready Money Sales, £40 10s. 

,, 2. Paid William Smith, Cheque No. 40, £54 ; Discount, 54s. 

„ 3. Cash received, Ready Money Sales, £39 15s. 

„ 4. Received John Brown's Cheque, £85 ; Discount, 90s. 

„ 4. Cash received, Ready Money Sales, £54. 

w 5. Gave J. Smith & Co. my Acceptance at 3 months for £147 10s., 
dated 1st inst., balance of account. 

„ 5. Cash received, Ready Money Sales, £47. 

, t 5. Received William Dart's Acceptance at 2 months, dated 2nd inst., 
for £126 4s., balance of his account. 

„ 5. Cash received. Ready Money Sales, £40. 

„ 7. Bought of Jones, Wallace & Co., 20 bales Fancy, at £25 per bale 

Cash, less 3 per cent. 

„ 7. Cash received, Ready Money Sales, £25 6s. 

,, 9. Cash received of Peter Jones, £20 9s. 6d. 

„ 9. Cash received. Ready Money Sales, £14 10s. 

,, 9. Gave Jones, Wallace & Co. Cheque £485, No. 41 ; Discount, £15. 

„ 10. Sold F. Humble, 20 pieces Fancy, at £35 per piece. Cash, 1st Sep 
tember, less 2J per cent. 

„ 10. Salaries and Wages, Pay Sheet to 9th inst., Cheque No. 42, £13 
10s. 6d. 

„ 10. Cash received, Ready Money Sales, £25. 

(London Chamber of Commerce.) 

4. Andrew Clark, Warehouseman, Leicester, not being satisfied with the 
result of his trading, cleared off all his Trade Liabilities at the close of the 
year; and on the 31st December he has his Stock carefully taken, and a 
valuation by an expert made of his Real Estate, and then called in Mr. Jones, 
a chartered accountant, to open up for him a new set of books. His position, 
at the date named, was as follows : He had with the Leicester Old Bank, to 
his credit on Current Account, £225; and on Deposit Account, £2,500. He 
had Stock on hand to the value of £6,000, and his Freehold Warehouse was 
valued at £1,500. His only Liability was to James Thompson, to whom he 
owed £4,000. 

His rule was to pay all his receipts intact into the Bank, and his outgoings 
by cheque. He carried on business during the following year, and his transac- 
tions may be thus summarized — 



Goods bought 12,310 

Goods sold 15,627 

Cash paid for Goods purchased 10,600 

Cash received for Goods sold 14,250 

Goods returned by Customers ....... 248 

Goods returned by Manufacturers ...... 340 

Cash transferred from Deposit to Current Account . . . 1,500 

Cash paid James Thompson on account of Loan .... 2,500 

Discounts allowed to Customers 230 

Andrew Clarke — Payments to him as against anticipated Profits . 500 
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Cash received for Interest on Deposit . . . • . 100 

Cash paid for Interest on Thompson's Loan • • • • 225 

He also paid in respect of the following — 

Wages and Trade Expenses ....... 750 

Salaries ........... 430 

Freight and Carriage ........ 285 

Repairs .......... 90 

Make the necessary subsidiary book entries, giving effect to the above 
transactions, post same to Ledger Accounts, and draw out Trial Balance. 
(London Chamber of Commerce.) 




CHAPTER II 



TRADING AND PROFIT AND LOSS ACCOUNT AND 
BALANCE SHEET 

Before a discussion of the subject matter of this chapter is pro- 
ceeded with, it is advisable to explain a few terms which will 
constantly be made use of in the following pages. 

Profit. This is the surplus that remains after paying expenses 
and providing for the capital that has been consumed in pro- 
ducing. 

Gross Profit. This is the excess of selling price over buying or 
cost price. 

Net Profit. The excess of gross profit over the selling and manage- 
ment expenses. 

Loss. This means that the expenses paid and capital employed 
and consumed during a given period have not been replaced by 
the proceeds, and that there is, therefore, a resulting deficiency or 
loss. 

Gross Loss. Excess of purchase or cost price over selling price. 

Net Loss. This is either (1) excess of selling and management 
expenses over gross profit, or (2) the total of gross loss, selling 
expenses and management expenses whenever there is no gross 
profit. 

Turnover. By this term is meant the total sales of a trader during 
a given period. It must be carefully distinguished from Output, 
which denotes the quantity of goods manufactured by a factory, or 
the quantity of material extracted from a mine, quarry, etc., during 
a given time. 

Percentages of Gross and Net Profit on Turnover. Per cent is a 
Latin phrase meaning per hundred . In some businesses it is usual 
to ascertain the percentages of gross and net profit on the total 
sales each year, in order that comparisons of different .years may be 
made, and any increase or decrease duly noted. Such percentages 
are found by means of the following formulae — 

. . Gross Profit x 100 ... Net Profit X 100 

a Turnover 1 ' ' Turnover 

Mathematically, it may be more correct to make the calculation 
upon the cost price instead of the selling price. In business, however, 
cost is often a difficult thing to determine, as so many obscuring 
items have to be taken into consideration, such as the difference 
between the initial and final stocks, wages, freight, carriage, coal, 
and coke, etc. For the sake of convenience, therefore, the selling 

28 
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price is adopted as the common base to which profits are reduced 
for purposes of comparison. 

TRADING ACCOUNT 

Definitipn. This is an account constructed for the purpose of 
finding the gross profit. On the debit side are placed the Stock at 
the commencement of the period to which the account relates, 
the Purchases, Carriage, Wages, Rent, etc., of works (probably). 
Coal and Coke, etc. On the credit side are placed the Sales and the 
Closing Stock. The balance between the two sides is the gross profit 
or gross loss; the excess of the credit side over the debit side is 
called the gross profit ; if there were an excess of the debit side over 
the credit side, that would be termed the gross loss . This balance 
is transferred to the Profit and Loss Account. 

Difference between a Trading Account and a Profit and Loss 
Account. The Trading Account deals with the purchasing and 
manufacturing expenses , such as freight and carriage inwards, 
remunerative or productive wages, coal and coke, etc. The Profit 
and Loss Account deals with the selling , establishment , and distribu- 
tion expenses, such as rent, rates, and taxes (office and warehouse), 
salaries, freight and carriage outwards, etc. 

Difference between a Trading Account and a Cost Account. A 
Trading Account contains only part of the cost expenses ; a Cost 
Account contains the whole of them. Some items of cost vary 
directly with the turnover; for instance, the greater the turn- 
over, the greater the charge for Wages, Coal and Coke, etc. Other 
items of prime cost do not vary directly with the turnover; such 
are Repairs and Renewals of Buildings, Repairs to Plant, Deprecia- 
tion of Machinery, etc. The rule is, therefore, to charge to Trading 
Account only such items of prime cost as increase or decrease in 
direct proportion to the turnover (though the Rent of the works is 
usually so charged). By this means the rate of gross profit on turn- 
over is kept constant, and a comparison of different years affords 
useful information. In a Cost Account, on the contrary, all prime 
cost expenditure, whether extraordinary or variable in nature, 
would have to be included. 

Distinction between a Trading Account and a Manufacturing 
Account. Strictly speaking, a Manufacturing Account deals only 
with raw materials and manufacturing expenses. A Trading 
Account, properly so-called, deals only with finished goods, i.e. 
goods ready for sale, whether manufactured or purchased. The 
balance of the Manufacturing Account is transferred to the debit 
of the Trading Account. 

Stock. This denotes the value of unsold goods at the opening 
and close of the trading period. Both stocks go into the Trading 
Account; and, in order to distinguish them, the student should 
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adopt the practice of calling them Stock at start and Stock at finish 
respectively — at any rate, in the earlier stages of his study of the 
subject. The Stock at start is the one in the Trial Balance or list 
of balances ; and it is placed on the debit side of the Trading Account. 
The Stock at finish is the one outside the Trial Balance or list of 
balances; it is generally stated among the adjustments* and it is 
placed on the credit side of the Trading Account. The Stock at 
finish must also appear on the assets side of the Balance Sheet. 
“ Stock ” is always and distinctly to be understood as “ Stock-in- 
trade” Other stocks, such as Stock of coal, Stock of packages, 
Stock of stationery, etc., will be definitely stated as such, and must 
be dealt with separately. 

Work in Progress, Orders on Hand. This item denotes partly 
executed work, something neither Stock nor Sales. In manufac- 
turing concerns it represents goods in process of manufacture; 
while in non-manufacturing concerns, it may simply denote partly 
executed orders. A separate account is opened for it in the Ledger. 
The Work-in-Progress at start must be debited to the Trading 
Account, and the Work-in-Progress at finish credited to the Trading 
Account. The latter must also appear on the assets side of the 
Balance Sheet. 

Purchases. This item denotes, in an ordinary business, the total 
of the cash and credit purchases of goods for resale; while, in a 
manufacturing concern, it represents the purchases of raw material 
for the purposes of manufacture. It is debited to Trading Account 
after deducting any Returns and Allowances relating thereto, the 
deduction being shown in the Trading Account itself. It is not 
correct to put the gross Purchases on the debit side of the Trading 
Account and the Purchases Returns on the credit side. Students 
should accustom themselves to look for any Returns and Allow- 
ances before they enter the amount of the Purchases in the 
Trading Account, so as to avoid the necessity for subsequent 
alteration. 

Sales. This item represents the total of the cash and credit sales 
during the trading period. It is credited to Trading Account after 
deducting any Returns and Allowances in connection therewith, 
the deduction being shown in the Trading Account itself. It is 
not correct to put the gross Sales on the credit side of the Trading 
Account and the Sales Returns on the debit side. Students should 
make a point of looking for any Returns and Allowances before 
entering the Sales in the Trading Account, so as to avoid having 
to alter the amount subsequently. 

Materials Consumed. This is an item which greatly perplexes 
the student, and, therefore, a short explanation of it is given. 
In manufacturing businesses it is necessary to ascertain the cost 
value of the goods sold during the period, and this figure cannot be 
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obtained without adjusting the opening and closing stocks with 
the purchases for the period, thus — 



Opening Stock . 
Add Purchases 



£3,000 

8,500 



Less Closing Stock 



11,500 

2,450 



Materials Consumed . 



£9,050 



When this item appears in the Trial Balance or list of balances, 
the Stock which appears therein will be the Stock at finish, it 
having been debited to Stock Account and credited to the 
Materials Consumed Account. Taking the illustration given above, 
a Trial Balance would give either — 

1. £3,000 and £8,500 as balances with £2,450 stated for adjust- 
ment purposes, or, 

2. £9,050 and £2,450 as balances and no adjustment required. 
This is the one exception to the general rule that the Stock at finish 
is always outside the Trial Balance. The student must, therefore, 
remember that the Stock at finish does not in such cases appear 
in the Trading Account, but only in the Balance Sheet. The 
Trading Account, under such circumstances, assumes the following 
form — 



Dr. TRADING ACCOUNT Cr. 



To Materials Con- 
sumed 
„ Wages 
„ Balance (Gross 
Profit) 


£ 

9,050 

2,000 

5,670 


5 . 


d. 


By Sales (say) . 


£ 

16,720 


5. 


d. 




£16,720 


- 


- 




£16,720 


- 


- 




i ill 




i i i 



The Balance Sheet (assets side) showing the item — Stock (at 
close), £2,450. 

Dock Charges. These are tolls or dues levied on ships and their 
cargoes when entering or leaving docks. Dock Charges inwards, 
i.e. on Purchases, should be debited to Trading Account; but 
Dock Charges outwards, i.e. on Sales, should be debited to Profit 
and Loss. 

Duty. This includes both Customs and Excise duties. Customs 
duties are levied on goods imported and exported; excise duties 
are imposed on goods produced and consumed in the country itself. 
A distinction must be made between duties on Purchases and duties 
on Sales, the former being debited to Trading Account and the 
latter to Profit and Loss. 
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Freight. Freight is the charge made for conveyance of goods 
by sea , as opposed to Carriage. Freight Inwards, i.e. on goods 
bought , is debited to Trading Account ; but Freight Outwards, i.e. 
on goods sold , is debited to Profit and Loss. 

Carriage. This is the charge made for conveyance of goods by 
land , in contradistinction to Freight. Goods are sold either (1) 
carriage paid , or (2) carriage forward . This means that in case (1) 
the seller pays the carriage, and in case (2) the carriage has to be 
paid by the buyer. Carriage Inwards increases the cost of the goods 
purchased, and hence is debited to Trading Account. Carriage Out- 
wards is a selling expense, and is debited to Profit and Loss. In 
exercises and examination work when Carriage appears in the Trial 
Balance, and is not specified as being either inward or outward, 
it is generally assumed to be inward and is debited to Trading 
Account. This is based on the legal aspect of the case, viz., that goods 
are sold where they stand and the buyer pays carriage. If the 
student places the Carriage in the Profit and Loss Account, he 
should guard himself with a note explaining that he has assumed 
the Carriage to be outward. 

Cartage or Carting. This is the charge made for carting goods 
from warehouse to docks or from docks to warehouse, or from 
vendor's place of business to buyer's shop or warehouse, etc. These 
charges should be carefully analysed, those relating to goods pur- 
chased being debited to Trading Account, and those referring to 
goods sold being debited to Profit and Loss. Sometimes, these 
charges are not posted to special accounts of their own, but are 
merged in the Carriage Inwards and Carriage Outwards Accounts 
respectively. 

Carriage and Cartage. In the accounts of builders, contractors, 
etc., this item is frequently debited to Trading Account. It has 
been charged (usually at a profit) in the estimate for the work 
done, and is consequently included in the Sales. The entries on 
the two sides of the Trading Account, therefore, offset each other. 

Wages. This item denotes the remuneration paid to employees. 
Borrowing the phraseology of cost accounts, wages are classified 
into “ remunerative " or “ productive " wages, and “ unremuner- 
ative " or “ non-productive " wages. Productive wages are those 
which are a direct charge in the cost of manufacture or pro- 
duction. The term “ manufacturing wages " is often employed, 
and signifies the wages of the factory workpeople and staff. 
Salaries may also in certain cases be productive. When a 
separate Manufacturing Account is not prepared, such wages and 
salaries are debited to Trading Account, as they form part of the 
cost of the goods. For instance, a boot and shoe manufacturer 
buys raw material, such as leather, and sells a manufactured 
article, viz. boots and shoes. He could not properly credit the sale 
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of the manufactured articles, i.e. the boots and shoes, against 
merely the cost of the raw material, i.e. the leather. The sale of 
the manufactured article must, of course, be set off against the cost 
of the manufactured article, which is obviously the cost of the 
leather plus the wages paid to manufacture it into boots and shoes. 
Again, take the case of a large rag merchant. He buys goods in 
one condition, and employs persons to wash, clean, sort, and pack 
them in another condition ready for sale. Although nothing is, so 
to speak, manufactured, yet such wages are undoubtedly Trading 
Wages; the expense had to be incurred before such goods could 
be sold. Non-productive or unremunerative wages are the wages 
of carmen, storekeepers, repairers, night watchmen, etc. Such 
wages are debited to Profit and Loss in the same way as salaries. 
Wages usually signify some hourly, daily, or piece-work rate of 
pay ; salaries usually denote some fixed weekly, monthly, or yearly 
remuneration. When, therefore, the student finds a distinction 
made in the Trial Balance between Wages and Salaries, he should 
debit the Wages to Trading Account, and the Salaries to Profit 
and Loss. When Salaries and Wages appear as one item, they 
should be debited to Profit and Loss, being assumed to be non- 
productive. The above directions must not, however, be con- 
strued dogmatically, as it is intended to indicate only general prin- 
ciples and main lines of procedure. Special cases arise which must 
be determined by their own peculiar circumstances, it being quite 
impossible to lay down any hard-and-fast rule. 

Manufacturing Charges or Expenses. These are expenses of a 
miscellaneous description that directly increase the cost of the 
goods; for instance, the dressing and ironing of shirts and collars 
when made, the sizing of paper or leather, the purchase of chemicals, 
etc. When a separate Manufacturing Account is not prepared, such 
expenses are debited to Trading Account. 

Royalties. These are payments made to a patentee for the right 
to use his patent in the manufacturing process. Being productive 
expenses, they are debited to the Manufacturing Account when 
there is one, or, alternatively, to the Trading Account. 

Motive Power (Gas, Electricity, and Water). Gas is sometimes 
used to run a little gas engine; electric current and hydraulic 
power are also used to work machinery. These expenses must be 
debited to Trading Account in the absence of a Manufacturing 
Account. 

Fuel (Coal and Coke, Wood, etc.). These items being manufac- 
turing expenses, are properly chargeable to the Manufacturing or 
Trading Account. Any unused stock of such articles must be 
credited to the account concerned, and only the amount actually 
used debited to the Manufacturing or Trading Account, as the 
case may be. 

a— (B. 1405) 




34 



ADVANCED ACCOUNTS 



Consumable Stores (Engine-room Stores). These are manufac- 
turing charges, and include engine oil, soft soap, tallow, cotton 
waste, etc. Like the item mentioned in the previous paragraph, 
the quantity actually consumed is debited to Trading Account, 
any unused stock being shown on the assets side of the Balance 
Sheet. 

Rent of Factory, This item is debited to Trading Account by 
many accountants, but opinion is divided upon the question. 
Where a manufacturing firm owns its factory, an assumed amount 
representing rent of same is often debited to the Trading Account 
and credited to the Profit and Loss Account. The gross profit, 
therefore, corresponds with the gross profit which would be shown 
if the firm rented its premises instead of owned them. This pre- 
vents misleading comparisons and false conclusions. In exercises 
where Rent of Factory is shown separately from other rent, the 
student should debit it to Trading Account ; otherwise, there would 
appear to be no reason for keeping separate Rent Accounts. The 
same remark applies to Rates of Factory where these have been 
separated from the other rates. 

Packages, Packing Material. In many businesses special packages 
and special packing are required before goods can be considered 
ready for sale. In such cases this item of expense should be debited 
to Trading Account, as it would undoubtedly be charged for when 
fixing the selling price of the goods. In other cases, the packing 
material may be looked upon as a selling expense and debited to 
Profit and Loss. Any unused stock should be credited in the 
Ledger Account, and shown as an asset on the Balance Sheet. 
Where no stock is stated — and this is often the case in examination 
papers — the whole amount should be assumed to have been used, 
and be written off in the Trading or Profit and Loss Account as the 
case may be. 



PROFIT AND LOSS ACCOUNT 

As with the Trading Account, so also with the Profit and Loss 
Account, it is not intended to be confined to a definition, but it is 
proposed to give additional information on items comprising the 
account. 

Definition. A Profit and Loss Account is an account into which 
all gains and losses are collected, in order to ascertain the excess 
of the gains over the losses, or vice versa. If the gains exceed the 
losses, the excess is called the net profit ; if the losses are greater 
than the gains, the difference is called the net loss. American 
accountants call this account a “ Loss and Gain Account/' and such 
term is undoubtedly a more correct designation. 

Dock Charges, Duty, Freight, Carriage, Carting. As mentioned 
when dealing with the Trading Account, all outwaris charges in 
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connection with such items axe debited to Profit and Loss, because 
they are selling expenses. 

Rent. This is a money payment in return for the use of the 
business premises. Rent of Factory is, as previously mentioned, 
sometimes debited to Trading Account and sometimes to Profit 
and Loss. Two Rent Accounts should be opened whenever any 
part of the premises is sublet, or whenever rent is received for any 
property owned by the firm. The object of this is to show the actual 
gain and loss by Rent. If the Rent Receivable is credited to the 
Rent Payable Account, the balance of the account conveys a false 
impression, viz. that the Rent Payable is lower than it really is; 
and, in the Profit and Loss Account, the income received from 
Rent is entirely lost sight of. Ground Rent is the rent payable 
to the ground landlord for the use of the land on which the buildings 
have been erected. Income tax must be deducted from each pay- 
ment of ground rent. The amount of the tax so deducted may 
conveniently be debited to the account to which the ground rent has 
been posted (thus bringing the gross amount into account), and 
credited to an account, “ Commissioners of Inland Revenue/' The 
amount paid for Income Tax Schedule D would be debited to this 
account, and the balance would be taken to the Profit and Loss 
Account. If Income Tax has not been paid, then the " Commis- 
sioners of Inland Revenue " would be shown on the liabilities side 
of the Balance Sheet. Ground Rent of manufacturing premises, 
like Rent of Factory, is sometimes charged to Trading Account. 

Rates and Taxes. These are sums levied by municipal bodies, 
and also by the Government for the purpose of defraying public 
expenditure. They comprise the general district rate, etc. Income 
tax. Schedule A (sometimes called Property tax), and Schedule D, 
is best dealt with in a separate account. 

Salaries. This item denotes the weekly or monthly remuneration 
of the employees of the firm in return for their services. Productive 
salaries should be charged to Trading Account. Where the business 
is divided into departments, there is generally a similar subdivision 
of the salaries. Sometimes, the division is into Office, Travellers, 
and Management Salaries. Partners* Salaries should be dealt with 
separately, as they require special treatment when preparing the 
firm's accounts for income tax assessment. 

Salaries and Wages. Unless there is something to indicate the 
contrary, this item of expenditure is regarded as a selling expense 
and debited to Profit and Loss. If Wages are grouped with Salaries, 
the former are considered to be non-productive or unremunera- 
tive wages. The distinction between a salary and a wage is far 
from uniform. Some accountants distinguish by the kind of work 
done ; payment for work of a mechanical nature is termed a wage, 
and payment for work of an administrative nature is called a 
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salary. Other accountants differentiate by the period of time 
covered by the payment; hourly, daily, or weekly rates of pay 
are called wages, and yearly sums payable half-yearly, quarterly, 
or monthly, are termed salaries. Again, there are other accountants 
with whom the criterion is the amount of the payment ; to such, a 
small weekly sum denotes a wage, and a large weekly or monthly 
sum represents a salary. 

Discount. This item represents the cash allowances made when 
accounts are settled. “ Discounts Allowed ” are a loss, and must 
be debited to Profit and Loss. " Discounts Received ” are a gain, 
and must be credited to Profit and Loss. The terms “ Discounts 
on Purchases " and “ Discounts on Sales ” are also in common 
use; they usually denote the cash discounts mentioned above. 
Students are often tempted to show such discounts in the Trading 
Account as a deduction from the Purchases and Sales respectively. 
The terms are certainly unsatisfactory, owing to the ambiguity 
attaching to them. A purchase or a sale may be subject to both 
a trade and a cash discount ; and unless the discount on such pur- 
chase or sale is labelled " Cash ” or " Trade ” it is not possible 
to state definitely what it really is. In some exercises, the size of 
the discount (10 per cent and larger), obtained by a rough calcula- 
tion, may be sufficient indication as to the destination of such 
discounts. But, generally, the student should, if he puts such dis- 
counts into the Trading Account, guard himself with a brief note 
explaining that such discounts have been assumed to be " Trade ” 
discounts. Since Trade Discount is usually deducted from Sales 
and Purchases before they are entered in the books, any discount 
must (except in very special cases) be assumed to be Cash Discount. 
Some accountants prefer the terms “ Discounts Receivable ” and 
" Discounts Payable ” to any of the foregoing terms. Again, 
other accountants adopt the terms, “ Discounts on Purchases ” 
and “ Discounts on Sales ” to denote cash discounts ; but debit 
the Discount on Sales to Trading Account, and credit the Discounts 
on Purchases to Profit and Loss, these latter discounts being depen- 
dent on the financial resources of the business, while the former 
are in effect a reduction of the sales to the absolute net figures. 
The student should always treat the two amounts for discount 
separately. The object of having two totals is to show the actual 
gain and loss by Discount. It is not, therefore, correct to subtract 
one lot of discount from the other, and to deal only with the 
balance. 

Interest. This item comprises interest charged on overdue 
accounts, on overdraft, on bills, on current account, etc. Interest 
on Capital and Drawings is generally dealt with apart from the 
general interest, in order to facilitate the preparation of Income 
Tax Returns. Where Interest has been paid on Loans, less tax , 
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the tax should be added and treated in the same way as mentioned 
under Ground Rent. Interest on Investments will have been 
received less tax , but no adjustment will be necessary. Interest is 
usually divided into two accounts, Interest Receivable and Interest 
Payable, and both amounts should be carried to Profit and Loss, 
the former being credited, and the latter debited. 

Commission. While carrying on business for itself, a firm may 
also do work for other firms; for which, of course, it charges a 
commission. The student will possibly be familiar with one well- 
known instance, namely, Consignments Inwards. The firm may 
likewise employ agents to sell the firm's goods, and in such cases 
would have to pay commission. Two accounts are usually kept, 
for Commission Receivable and Commission Payable respectively. 
The former is credited to Profit and Loss as a gain, and the latter 
is debited to Profit and Loss as a loss. 

Insurance. This item includes all annual premiums payable to 
Insurance Companies for indemnity (a) in the case of loss of goods 
or property by fire, burglary, flood, etc. ; (h) in the case of breakage 
of plate glass windows ; (c) in the case of damages awarded under 
the Employers' Liability Act, etc. National Health Insurance pay- 
ments should preferably be dealt with in a separate account; 
an adjustment will be required, the Wages Account and Salaries 
Account being debited and Health Insurance Account credited with 
the weekly insurance contributions deducted from the wages and 
salaries of the staff. Insurance, being a loss, is debited to Profit 
and Loss. 

Bank Charges. These are expenses incurred in the collection of 
Scotch and Irish cheques. This item often includes charges for 
cheque books, for keeping current accounts, for discounting bills, 
etc. Such expenses are losses and are, therefore, debited to Profit 
and Loss. 

Legal and Accountancy Charges. Legal expenses comprise solic- 
itors' fees, law charges, and expenses in connection with the recov- 
ery of debts, in lawsuits, etc. Accountancy Charges consist of the 
fees and expenses in connection with the investigation or audit of 
the accounts and books. These expenses are a debit to Profit and 
Loss. 

Printing and Stationery. Expenditure under this heading con- 
sists of payments for paper, envelopes, invoices, statements, account 
books, etc. It often includes the cost of catalogues, samples, etc. 
Losses of this nature are debited to Profit and Loss. 

Advertising. Most businesses incur expenditure under this head- 
ing, and many owe their success almost entirely to it. Sometimes 
contracts are entered into and paid for a period of years in order 
to obtain cheaper rates. Such money is then debited to an “ Adver- 
tising Suspense Account," and written off proportionately each 
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year. Profit and Loss Account is, of course, debited with such 
an expense. 

Repairs. Repairs and small renewals or replacements relating 
to the premises, to the plant and machinery , to the fixtures, fittings, 
utensils, etc., are generally included under this heading ; and such 
expenditure, being a loss, is debited to Profit and Loss. 

Postage, Telegrams, and Bill Stamps. Expenditure of this nature 
is, like other losses, a charge against profits. Bill Stamps means, 
of course, stamps on bills of exchange. 

Apprentice Premium. This denotes the sum of money demanded 
in return for teaching a person any particular trade or profession. 
Being income, it is credited to Profit and Loss ; but it is generally 
apportioned, i.e. spread over the period of apprenticeship. Thus, 
a premium of £400 for five years would be transferred to Profit and 
Loss by annual instalments of £80. 

Housekeeping Expenses. In many businesses such as drapers, 
outfitters, etc., the assistants " live in." The expense of boarding 
them is, therefore, a proper charge against the profits. 

Travellers' Commission and Expenses. In those businesses which 
employ a number of travellers remunerated by means of commis- 
sion and expenses, such expenditure generally forms a separate item 
in itself. It is, of course, a debit to Profit and Loss. 

Travelling Expenses. In some businesses much travelling is neces- 
sary, either by the principals or travellers, and sometimes by subor- 
dinate officials. Expenditure of such a character is generally dealt 
with as a separate item of expense, and, like other losses, debited 
to Profit and Loss. 

Horse-keep, Horse and Stable Expenses. With some firms this 
is a fairly large item of expenditure of constant recurrence, and 
warrants, therefore, a separate account. Horse-keep comprises 
fodder (hay, straw, etc.) and provender. Stable Expenses includes 
also wages of stable hands. Such expenditure is debited to Profit 
and Loss. 

Office Expenses. These are miscellaneous expenses pertaining to 
the office in contradistinction to the "works," expenses at the 
latter place being designated “ Trade Expenses." The distinction 
has long been ignored and is now almost non-existent. Such an 
item is a charge against profits. 

Trade Expenses. Generally speaking, these are expenses of a 
varied nature for which it is not worth opening separate accounts. 
They are, therefore, amalgamated under the above heading, or 
under some other similar term, namely, " General Expenses," 
" Petty Expenses," “ Sundry Expenses." As explained in the pre- 
vious paragraph, the original distinction between Trade Expenses 
and Office Expenses has almost reached vanishing point ; but where 
it still obtains, Trade Expenses are debited to Trading Account, 
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and office Expenses to Profit and Loss. Except in a few isolated 
instances, therefore, Trade Expenses are debited to Profit and Loss, 
the term signifying merely miscellaneous Business Expenses and 
not Trading Expenses. It should be noted, however, that the 
original distinction is sometimes maintained under a new guise, by 
adopting the terms “ Works Expenses " and “ Office Expenses." 
To this, no objection can be taken ; but the term “ Trade Expenses " 
is undoubtedly very ambiguous. 

Bad Debts. This is a loss which unfortunately most businesses 
sustain, however careful the management may be in allowing credit 
to customers. Losses of this nature are also debited to Profit and 
Loss. Should any bad debts written off be subsequently recovered, 
to any appreciable extent, they should not be deducted from the 
Bad Debts, but should be shown separately on the credit side of 
the Profit and Loss Account, being income of an extraordinary 
nature. 

Depreciation. This is the loss of value sustained by certain assets 
through wear and tear, etc., e.g. plant and machinery, buildings, 
furniture and fixtures. If the business is to be put on a sound 
financial basis, such loss must be estimated and charged against 
the profits before arriving at the balance called "net profit." 
The subject of “ depreciation " is dealt with at length in Chapter 
XVIII. 

ADJUSTMENTS AT BALANCING TIME 

These include various items which must be charged, or allowed 
for, before ascertaining the net profit. Outstanding liabilities and 
accruing income must be brought to account, expenses prepaid 
and unexpired income and expenditure must be apportioned, 
provision must be made for depreciation of assets, while reserves 
must be created for any expected gains and losses, etc. 

Interest on Capital. This is a very usual adjustment where there 
are partners in a business. If the same amount of capital had been 
invested elsewhere, it would have earned interest, and the business 
is, therefore, charged with some rate, usually 5 per cent. Interest 
Account is debited and the partners' Capital or Drawings Accounts 
are credited with the amount. Such interest, however, is not actu- 
ally paid to the partners ; nevertheless, it operates as a loss to the 
business, being a charge against the profits, and as a gain to the 
partners, because it increases their capital. 

Outstanding Liabilities. It very rarely happens that all the liabil- 
ities are entered in the books at the date of the half-yearly or 
yearly balancing. The 30th June and the 31st December seldom 
occur at the end of a week. They may fall in, or about, the middle 
of the week. This means that two, three, or four days' Wages 
and Salaries must be estimated and charged. These wages and 
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salaries, though not payable, have accrued due; and they must 
be debited to Profit and Loss, as a year's accounts must contain 
a year's Wages and Salaries; not a year less three or four days. 
Again, Rent is payable on certain fixed quarter days, and the 
half-yearly and yearly dates, i.e. Midsummer and Christmas, are 
24th June and 25th December, respectively The Rent for the 
odd days up to the end of the trading period must, therefore, be 
calculated and debited to Profit and Loss, so that a year's accounts 
shall contain a year's rent. In the case of Rates and Taxes, the 
foregoing remarks will also apply, if the rateable year does not 
coincide with the trading year. These expenses should be debited 
to their appropriate Ledger accounts, and credited to an Outstand- 
ing Expenses Account, More often than not, however, no Journal 
entry is madfe; the accruing amounts are debited in their Ledger 
accounts for the old period, and brought down as credit balances 
in the same accounts for the new period. 

Accruing Income. It sometimes happens that certain income has 
accrued due, though it is not actually payable, to the firm. Where 
part of the premises has been sublet, Rent Receivable up to the 
time of balancing must be calculated and taken as a profit to 
Profit and Loss. “ Sundry Debtors for Rent " should be debited 
and " Rent Receivable " credited ; or the accrued rent may be 
adjusted in the Rents Receivable Account itself, by crediting the 
amount on one side, and bringing it down as a debit balance on the 
other side. There may also be some Dividends due on Consols or 
other investments. These should be debited, less tax , to an Out- 
standing Dividends Account, and credited to a Dividends on Invest- 
ments Account, this latter account being duly transferred to the 
credit of Profit and Loss. 

Apportionments. Expenses are sometimes paid which extend 
over two or three years, such as those for Advertising. A propor- 
tionate amount must be calculated each year, and taken as a loss 
to Profit and Loss. In cases where Telephone, Rent, Trade Sub- 
scriptions, Fire Insurance, etc., are paid in advance, if the year 
covered by the payment does not coincide with the trading year, 
the unexpired values of such payments must be deducted from 
the amount spent, and carried forward to the next year; so that, 
of the amount spent, only that portion will be charged to Profit 
and Loss that really relates to the current year. The adjustment 
may be made by means of a Journal entry, e.g. debiting an Unex- 
pired Insurance Account and crediting Insurance Account; or it 
may be made in the Insurance Account itself, by crediting the 
unexpired amount on one side, and bringing it down as a debit 
balance on the other side. Not only is it necessary to apportion 
expenditure, but it is also necessary to apportion any income re- 
ceived in advance, such as Apprentice Premium, Royalties Received 
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in Advance, etc. The income received should be divided by the 
number of years over which it extends, and this will give the 
amount to be taken to Profit and Loss as the current year's share 
of such income. The adjustment may be made either in the 
Account itself, or by means of a Journal entry, e.g. in the case of 
Apprentice Premium, debiting Apprentice Premium Account and 
crediting an Unexpired Apprentice Premium Account. The former 
method is usually adopted in practice. 

Reserves for Expected Losses. Of the Sundry Debtors a certain 
number may be more or less doubtful debts, and provision must be 
made therefor. This will be done by debiting Profit and Loss, and 
crediting a Bad Debts Reserve with the estimated amount, or with 
a certain percentage of the total debtors ; or, alternatively, debiting 
Bad Debts Account and carrying the amount down to the credit. 
Again, the Sundry Debtors may be subject to cash discount. Pro- 
vision is made for this loss by estimating the amount, or by taking 
a certain percentage of the good debts, i.e. the Sundry Debtors 
less the new Bad Debts Reserve. Such amount is then debited 
to Profit and Loss Account, and credited to an account entitled 
Reserve for Discount on Debtors; or, alternatively, debited to 
Discount Account and carried down to the credit. In addition 
to these two reserves, a Reserve for Income Tax should be made 
(in the case of a company) by debiting Profit and Loss Account, 
and crediting Reserve for Income Tax with the estimated amount 
of tax payable. A Reserve for Audit Fee is generally made, so 
that the auditor's charges may appear in the same set of accounts 
that he has been checking. Otherwise, the audit fee for one year 
would appear in the next year's accounts, as the auditor cannot 
send in his account before he has done the work. 

Reserves for Expected Gains. If the Sundry Creditors are subject 
to cash discount, and are shown on the Balance Sheet at their 
full figure, it is quite evident the liabilities have been overstated. 
The amount of such discount is, therefore, estimated, or calcu- 
lated by means of a certain percentage of the total creditors, 
and is then credited to Profit and Loss Account, and debited to 
an account entitled Reserve for Discount on Creditors; or, alter- 
natively, credited to Discount Account and brought down to the 
debit. 

Unused Stocks. It often happens at balancing time there are 
some unused stocks of printing and stationery, and of catalogues, 
sample books, circulars, posters and other advertising material. 
The value of these must be deducted from the amount spent for 
printing and stationery, advertising, etc., so that only the amount 
actually used is debited to Profit and Loss. These remarks will 
also apply to coal, fuel, etc. Only the amount actually used must 
be debited to Trading Account. The unused stocks of printing 
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and stationery, advertising material, coal, coke, fuel, etc., must be 
shown as assets on the Balance Sheet. 

Depreciation of Assets. All the wasting assets must be depre- 
ciated, i.e. a certain amount must be written off their book value, 
as they are obviously worth less after each year's use. A fixed rate 
of 10 per cent is generally written off Plant and Machinery, about 
5 per cent off Furniture, Fixtures, and Fittings, and 2\ per cent off 
Land and Buildings. No general schedule of rates can be laid down, 
however; and they will, consequently, vary according to circum- 
stances. Such a loss is undoubtedly incurred, although indirectly, 
in the earning of the profit, and must be charged or set off against 
it. A Depreciation Account is opened and debited with the amounts 
written off, the asset accounts being credited. The Depreciation 
Account is then closed by transfer to Profit and Loss. 

National Health Insurance, etc. This is an item which requires 
adjustment before the books are closed. By the National Health 
Insurance Acts, 1924-32, and the Widows', Orphans', and Old Age 
Contributory Pensions Acts, 1925-32, all manual workers aged 16 
to 65, whatever their earnings, and, with few exceptions, all other 
workers whose remuneration does not exceed £250 per annum, 
are compelled to contribute, jointly with their employers, to the 
National Health and Pensions Insurance Fund. The employer 
buys sheets of Health Insurance stamps, for which he pays (nor- 
mally) Is. 8d. a stamp in the case of men, and Is. 2d. a stamp in 
the case of women. Each week, however, he deducts (normally) 
one-half from the wages of each insured employee. The purchase 
of the stamps is debited to a Health Insurance Account. The wages 
paid are debited to a Wages Account, and the salaries to a Salaries 
Account ; both accounts are, 'of course, below their actual figures 
owing to the deductions. The Health Insurance Account is also 
in excess of the proper amount, because part of the expenditure has 
been recovered from the workpeople themselves. An adjustment 
must be made debiting Wages Account and Salaries Account, 
and crediting Health Insurance Account, with the total of the 
deductions. This will raise the Wages Account and the Salaries 
Account to the proper sums, and, at the same time, reduce the Health 
Insurance Account to the amount actually borne by the employer. 
A similar adjustment must also be made for the other rates of 
contribution. 

Unemployment Insurance. Unemployment insurance was first 
introduced in the National Insurance Act of 1911, but the scheme 
has since been amended and extended. Compulsory insurance 
against unemployment is now embodied in the Unemployment 
Insurance Acts, 1935 and 1938, and Unemployment Insurance 
(Agriculture) Act, 1936. It applies to persons who have reached 
the age at which they are no longer compelled to attend school and 
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are employed under a contract of service with a money payment. 
The weekly contribution required of employer and employed is set 

x_n • 



out in the following table — 
Men (21-65) . 

Young Men (18-21) . 

Boys (16-18) . 

„ (14-16) . 


Employee. 

9d. 

8d. 

5d. 

2d. 


Employer. 

9d. 

8d. 

5d. 

2d. 


Stamp. 
Is. 6d. 
Is. 4d. 
lOd. 
4d. 


Women (21-65) 


Sd. 


8d. 


Is. 4d. 


Young Women (18-21) . 


7d. 


7d. 


Is. 2d. 


Girls (16-18) . 


4 id. 


4 id. 


9d. 


„ (14-16) . 


2d. 


2d. 


4d. 



As in the case of the Health Insurance Account, an adjustment 
will be necessary in order to raise the Wages Account and the 
Salaries Account to their proper figures, and to reduce the Unem- 
ployment Insurance Account to the amount that has to be borne 
by the employer. 

Note on Health and Unemployment Insurance. The adjustments 
mentioned in the previous two paragraphs will be necessary only 
in the case of large firms and companies, who buy insurance stamps 
in quantities at a time. In the case of small firms, who buy the 
stamps as and when required, the procedure is to draw the full 
wages, and deduct the insured employees' contributions. To the 
deductions is added the amount of the firm's contributions, and 
with the total sum the requisite stamps are then duly purchased. 



CLOSING ENTRIES 

Definition. Closing entries are the Journal entries by means of 
which (a) the Stocks, Purchases, Sales, Returns, Wages, Coal and 
Coke, etc., are transferred to the Trading Account, ( b ) the various 
Gains and Losses to the Profit and Loss Account, (c) the net profit 
or loss, and the Drawings (if any) to the Capital Account. 

How Accounts are Closed. Nominal accounts, i.e. those denoting 
gains and losses, are closed by transfer to Trading Account or 
Profit and Loss. Personal accounts, i.e. those of debtors and cred- 
itors, are usually closed by actual receipt or payment of the money. 
Real or Property accounts, i.e. Plant and Machinery, Fixtures, 
etc., are not closed, being merely balanced. To close an account 
with a debit balance, it must be credited with the amount required 
to make the two sides equal ; and to close an account with a credit 
balance, it must be debited with the amount required to make the 
two sides equal. The accounts containing losses, being debit bal- 
ances, must be credited " By Profit and Loss " ; and the gains 
being credit balances, must be debited “To Profit and Loss ." 

Formula for Closing Entries. In actual practice, the closing 
entries are frequently made direct from the Ledger accounts them- 
selves to the Trading and Profit and Loss Account ; but, in examina- 
tion work, it is often necessary to know how to make the requisite 
Journal entries. All the items (except Stock at finish, adjustments. 
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etc.) are obtained from the Trial Balance. In business, the Stock 
at finish can be ascertained only by actual stock-taking, but in an 
exercise it is definitely stated. Sometimes, there is no Stock at 
start in the Trial Balance, and this fact greatly perturbs students. 
But it is quite in order. In the first year of business the capital 
may be all in money ; everything has then to be bought ; and so the 
first year's Trading Account will start with Purchases instead of 
Stock. There will, however, be a Stock at finish. The method of 
procedure is, therefore, as follows — 

1. Debit Trading Account with the total of the following: Stock 
at start, Purchases less Returns, Wages, Carriage Inwards, Coal 
and Coke (if any), and credit each of these accounts. 

2. Credit Trading Account with the total of Sales less Returns, 
Stock at finish, and debit the accounts named. 

3. Subtract the debit total of Trading Account from the credit 
total of Trading Account, and the balance will be the gross profit. 

4. Carry down the amount of the gross profit to the credit of the 
Profit and Loss Account, debit Discounts Received Account, and 
other Profit Accounts (if any) with their respective amounts, and 
credit Profit and Loss Account with the total of all these gains. 

5. Debit Profit and Loss Account with the total of all the losses 
shown in the various accounts, and credit each of the latter. 

6. Subtract the debit total of Profit and Loss Account from the 
credit total of Profit and Loss Account, and the balance will be the 
net profit. 

7. Debit Profit and Loss Account, and credit Capital Account, 
with the amount of the net profit. 

8. Debit Capital Account, and credit Drawing Account, with the 
amount of the Drawings (if any). 

In the event of a gross loss , this will be debited to Profit and Loss 
along with the other losses, as stated in No. 5. 

In the event of a net loss , Capital Account must be debited , and 
Profit and Loss Account credited , with the amount thereof — in fact, 
just the reverse procedure as for No. 7. 

BALANCE SHEET 

Definition. A Balance Sheet is a statement prepared from the 
books of a concern showing the debit and credit balances thereof, 
whether actual assets and liabilities or not, and the balance, whether 
of Capital, Reserve, or Profit, at a given date. An alternative 
definition is " a Balance Sheet is a statement drawn up at the 
end of each trading or financial period, setting forth the various 
assets and liabilities of the concern as at this date." It is also 
described as a classified summary of the debit and credit balances 
existing in the Ledger after the Profit and Loss Account has been 
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constructed. This is because a Balance Sheet often contains items 
which cannot, strictly speaking, be characterized either as assets or 
as liabilities. 

What a Balance Sheet tells us. A properly drawn up Balance 
Sheet should give us information on four important points — 

1. The nature and value of the assets. 

2. The nature and extent of the liabilities. 

3. Whether the firm is solvent. 

4. Whether the firm is over-trading. 

If the assets exceed the liabilities, the firm is solvent, that is, 
able to pay its debts in full. A business is, therefore, solvent by 
the amount of the capital in it, since Capital itself is the excess of 
assets over liabilities. The last point, No. 4, concerns the stability 
of the business. If the total of the debts due to Creditors (including 
Bank if an overdraft) is greater than the liquid assets (Cash, Invest- 
ments, Bills, etc., i.e. the resources readily available to pay them), 
the position of the firm may be financially unsound. Where debts 
are being contracted without sufficient means of payment, the firm 
is said to be over-trading. Further, for the position to be quite 
sound, there should be some working capital, that is, some spare 
liquid assets available for current expenditure. It is not a wise 
policy to lock up the capital in fixed assets. It means that the firm 
must eventually resort to loans, the interest on which absorbs the 
profits. The concern may, therefore, be solvent without being 
sound. 

Difference between a Trial Balance and a Balance Sheet. A Trial 
Balance is a list of all the Ledger balances, not only assets and 
liabilities, but also gains and losses. A Balance Sheet is a list of 
a part only of the Ledger balances, i.e. those remaining after 
the profit and loss items have been dealt with — the assets and 
liabilities. 

Controversy re Form and Headings of Balance Sheet. In the 
Ledger, the Assets appear on the debit or left-hand side, and the 
Liabilities on the credit or right-hand side. Since the Balance 
Sheet purports to represent the state of affairs as shown by the 
books of the business, it follows that the assets and liabilities should 
appear on the same sides of the Balance Sheet as the sides they are 
on in the Ledger. But, in the English form of Balance Sheet, 
the sides are reversed. This is no doubt owing to the mistaken 
idea that the Balance Sheet is an account , whereas it is really 
only a statement. What may be said to be the more technically 
correct form is, however, in use by American, and by some English 
and Scotch accountants ; but the mode of stating the assets on the 
right-hand side and the liabilities on the left is now almost univer- 
sally accepted. Some accountants still maintain that the Balance 
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Sheet is an account, and one that shows the relation of the busi- 
ness to the proprietor and to outsiders; that the business must, 
therefore, be credited with its possessions, i.e. the assets, and 
debited with its liabilities (a) to outside persons or creditors; (6) 
to the proprietor for capital Other accountants regard this as a 
lame attempt to justify an otherwise indefensible position, and 
characterize it as an extravagant and convenient fiction* The 
earlier writers on English book-keeping did not construct a Balance 
Sheet at all, but only a Balance Account, the sides of which corre- 
sponded exactly with the sides of the Ledger, viz. assets on the 
debit side and liabilities on the credit side. The prescribed Balance 
Sheet attached to the Companies Act, 1862, seems to have been 
responsible for fixing the present form of Balance Sheet. Not only 
upon the form, but also upon the nomenclature of the Balance 
Sheet, there has raged a protracted and, at times, acute contro- 
versy. A Balance Sheet, not being an account, does not require 
to be headed with the contractions " Dr." and " Cr." ; while the 
words " To " and “ By," prefixed to the liabilities and assets 
respectively, are equally superfluous. The headings " Assets " and 
" Liabilities " have also evoked much criticism. Although not 
entirely satisfactory, they are mainly correct. Other items, it is 
true, are met with which cannot be so classed, viz. Reserves, Sink- 
ing Funds, Preliminary Expenses, Income received in Advance, 
etc. Balance Sheets are sometimes met with in which the headings 
“ Assets " and " Liabilities " have been omitted altogether. The 
suggested headings: Capital Reserves and Liabilities; Property , 
Assets and Expenditure ; still fall short of exactness. Liabilities 
and Sundry Credit Balances , Assets and Sundry Debit Balances , 
would be nearer the mark; while the headings. Ledger Credits , 
Ledger Debits , would be exact designations though not very explana- 
tory. In double-entry book-keeping, a business is regarded as a 
separate entity, that is, as existing apart from the proprietor of 
it. The Balance Sheet is, therefore, the Balance Sheet of the busi- 
ness, and not of the proprietor. That is why Capital is shown as 
a liability, being a debt due by the business to its proprietor. In 
his private Balance Sheet, the proprietor would show as one of his 
assets: "Capital in such and such a Business." This is quite in 
harmony with the principle of double entry. 

Order of Stating Assets and Liabilities on a Balance Sheet. The 
question often arises, in the student's mind, as to the order in 
which the assets and liabilities should be entered on the Balance 
Sheet. Which should come first? Which should follow? Which 
should come last? And what is the reason for any particular 
order? Different methods are in vogue in business. By one method, 
the Assets are stated in the order of realizability , that is, the order 
in which they can be converted into Cash ; while the Liabilities are 
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stated in the order in which they would be discharged, that is, paid 
off with the cash realized by the sale of the assets. The arrange- 
ment is as follows — 

BALANCE SHEET 



Liabilities 
Bills Payable . 

Loans 

Creditors 

Outstanding Expenses 
Income Received in 
advance 

Partners' Advances . 
Capital A/cs . 



Assets 

Cash 

Investments . 

Bills Receivable 
Debtors 
Stock-in-trade 
Plant and Machinery 
Furniture and Fixtures 
Land and Buildings 
Goodwill 

Unexpired Values . 



By another method, the Assets and Liabilities are stated in the 
order of permanence, the fixed assets and liabilities taking precedence 
of the floating assets and liabilities. 

The Balance Sheets of some commercial concerns, e.g. banks, par- 
take of both methods, the Assets being stated in the Cash order, 
and the Liabilities in the order of permanence. Another variation 
is sometimes met with in practice. The floating assets and liabilities 
are marshalled first, but the Liabilities begin with the Creditors, 
and the Assets with the Debtors. Cash is sometimes placed next 
to the Bills Receivable, and sometimes last of all. 

In the case of a bank the cash is put first as showing its stability 
— it being theoretically said that the first item strikes the eye most. 



AMERICAN BALANCE SHEET 



Assets 

Cash 

Investments . 

Real Estate 

Plant and Machinery 

Stock 

Accounts receivable 
Bills receivable 
Goodwill 
Patents, etc. . 



Liabilities 
Mortgages 
Bonds . 

Accounts payable . 
Bills payable . 
Outstanding Expenses 
Capital 
Reserve 

Profit and Loss A/c 
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Worked Examples. We now propose to give two exercises, one 
fairly easy and one more difficult, on the preparation of a Trading 
and Profit and Loss Account and Balance Sheet, and to show the 
full working of the same. The student should not be content to 
follow the key mentally, but should actually work the exercise in his 
own books step by step with the key. He should then work and 
re-work the exercise without the assistance of the key, and should 
not pass on until he can do it accurately. 

Example i„ From the following Trial Balance, extracted from 
the books of J. & J. Robinson, prepare a Trading Account and a 
Profit and Loss Account for the year ended 31st December, 19. 
and a Balance Sheet as on that date. 



TRIAL BALANCE Dr . Cr. 







£ 


H 


H 


£ 


s. 


d. 


James Robinson, Capital Account . 








5,000 


- 


- 


Joshua ,, 










4,000 


— 


- 


James „ Drawings Account 


437 


10 


- 








Joshua 


M 


246 


11 


7 








Land and Buildings 


• • 


2,500 




- 








Plant and Machinery 


• • 


1,426 




7 








Furniture and Fixtures . 


• • 


125 




4 








Carriage 


• • 


437 




4 








Wages (Manufacturing) . 


• • 


2,147 




1 








Salaries 




467 


10 


— 








Bad Debts Reserve (as on 1st Jan., 














19..) 










247 


6 


2 


Sales .... 


• • 








9,122 


16 


9 


„ Returns 


• • 


176 


2 


7 








Hank Charges and Interest 


• • 


14 


4 


6 








Coal, Gas, and Water 




72 


1 


7 








Rates and Taxes . 




84 


7 


6 








Discount Account (balance) 










12 


7 


6 


Purchases 




4,216 


17 


2 








„ Returns 










846 


2 


2 


Bills Receivable . 


• • 


127 


Kill 


- 








Trade Expenses . 


• • 


49 


7 


9 








Sundry Debtors . 


• • 


3,781 


15 


9 








Sundry Creditors . 










1,217 


15 


1 


Stock (1st Jan., 19. .) . 




2,642 


14 


8 








General Expenses . 




149 


1 


5 








Fire Insurance 


• • 


49 


15 


— 








Apprentice Premium 


• • 








50 


- 


- 


Cash at Bank and in hand 


• • 


1,344 

i 


4 


10 












^20,496 


7 


8 




7 


8 



















Charge Depreciation on Land and Buildings Account at 2 \ per 
cent, on Plant and Machinery Account at 10 per cent, and on 
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Furniture and Fixtures at 10 per cent. Make a reserve of 5 per cent 
on the Sundry Debtors for Bad Debts. Carry forward the following 
unexpired amounts — 

(1) Fire Insurance .... £12 7 2 

(2) Rates and Taxes • . . . 24 2 6 

(3) Apprentice Premiums . . . 40 - - 

Charge 5 per cent Interest on Capital but not on Drawings. 
Profits and Losses are to be shared in the following proportions: 
James Robinson, five-ninths, Joshua Robinson, four-ninths. 

The value of the Stock as on 31st December, 19. ., was agreed 
at £2,939 9s. 3d. ( Royal Society of Arts) 



(i) Journal Entries for Adjustments 



JOURNAL Dr. Cr. 



19.. 




£ 


5 . 


d. 


£ 


s. 


d. 


Dec. 31 


Depreciation .... 


217 


14 


1 










To Land and Buildings • 
2J% of £2,500 








62 


10 


~~ 




To Plant and Machinery . 
10% of £1,426 17s. 7d. 








142 


13 


9 




To Furniture and Fixtures 
10% of £125 8s. 4d. 








12 


1 


10 


M 31 


Unexpired Fire Insurance . 

To Fire Insurance . 
Transfer of amount prepaid. 


12 


7 


2 


12 


7 


2 


.. 31 


Unexpired Rates and Taxes . 

To Rates and Taxes 
Transfer of amount prepaid. 


24 


2 


6 


24 


2 


6 


.. 31 


Apprentice Premium . 


40 


_ 


_ 










To Unexpired Apprentice Pre- 
















mium 








— 


— 




Transfer of amount prepaid. 














.. 31 


Interest on Capital 


450 




— 










To James Robinson, Capital A/c. 
5% on £5,000. 








250 

200 


— 


— 




To Joshua Robinson, Capital A/c. 
5% on £4,000. 














.. 31 


Bad Debts Reserve 

To Provision for Bad Debts 
Old Reserve . . £247 6 2 


58 


4 


5 


58 


4 


5 






Less New . .189 1 9 
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(2) Closing Entries 



JOURNAL Dr. Cr. 



19.. 




£ 


5. 


d. 


£ 




d. 


Dec. 31 


Trading Account 


8,669 


18 


8 










To Stock (at commencement) 

„ Purchases . £4,216 17 2 








2,642 


14 


8 




Less Returns 846 2 2 








3,370 

437 


15 

1 






• • Carriage .... 








4 




„ Wages .... 








2,147 


6 


1 




„ Coal, Gas, and Water . 
Balances transferred. 








72 


1 


7 


„ 31 


Sales . . . £9,122 16 9 
















Less Returns . 176 2 7 


8,946 

2,939 


14 

9 


2 










Stock (at close) .... 


3 










To Trading Account . 
Balances transferred. 








11,886 


3 


5 


. 31 


Trading Account (gross profit) 


3,216 


4 


9 










Discount ..... 


12 


7 


6 










Apprentice Premium . £50 

Less Amount c/f . 40 


10 














Bad Debts, Old Reserve .£247 6 2 














Less New Provision 189 1 9 


58 


4 


5 
























To Profit and Loss Account 
Balances transferred. 










16 


8 


M 31 


Profit and Loss Account 


1,445 


11 


1 










To Salaries .... 






H 


EE 


- 




,, Bank Charges 










4 


6 




„ Trade Expenses . 










7 


9 




„ General Expenses 
„ Fire Insurance £49 15 - 

Less Amount c/f 12 7 2 










1 


5 












7 


10 




„ Rates and Taxes £84 7 6 

Less Amount c/f 24 2 6 
























5 






„ Depreciation — 

Land and Buildings . 






















62 


EE 


- 




Plant and Machinery 








142 


13 


9 




Fixtures and Fittings 








12 


10 


10 




„ Interest on Capital — 
















James Robinson 








250 


_ 


- 




Joshua Robinson 








200 


_ 


- 




Balances transferred. 














H 31 


Profit and Loss Account 


1,851 


5 


7 










To Capital A/c, Jas. Robinson, j 






1,028 


9 


9 




»» »» ii Josh. ,, ^ 

Respective shares of profit 








822 


15 


i 




transferred. 
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J OURNAL — continued . 



Dr. 



Cr. 





i 


5. 


d. 


i 


5. 


d. 


Capital A/c — James Robinson 


437 


m 


- 








To his Drawings A/c 








437 


UU 


- 


Balance transferred. 














Capital A/c — Joshua Robinson 


246 


11 


7 








To his Drawings A/c 








246 


11 


7 


Balance transferred. 















19.. 
Dec. 31 
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Noth 1. As a distinction is made in the Trial Balance between Trade 
Expenses and General Expenses, the former may be debited to Trading 
Account. The student should provide a note explaining that such expenses 
have been assumed to be productive or manufacturing expenses. 



Dr. 



TRADING AND PROFIT AND LOSS ACCOUNT 
For the Year Ending 31st Dec., 19 — 



Cr. 



To Stock (at start) 
„ Purchases . 
Less Returns 

„ Carriage 
„ Wages. 

„ Coal, Gas, and 
Water 

„ Balance (Gross 
Profit) 



To Salaries 

„ Bank Charges, etc. 

„ Trade Expenses . 

„ General Expenses . 

„ Fire Insurance 
Less Amount c/f 

„ Rates and Taxes . 
Less Amount c/f 

„ Depreciation — 
Land and Build- 
ings. 2*% 
£2,500 . 

Plant and Ma- 
chinery, 10% 
£1,426 17s. 7d. 
Furniture and 
Fittings, 10% 
£125 8s. 4<L . 

„ Interest on Cap- 
ital — . 

J. Robinson, 

5% £5,000 . 

Jos. Robinson, 
5% £4,000 . 

„ Balance (Net 
Profit)— 

Jas. Robinson, ft 
Jos. Robinson, § 



4,216 

8461 



142 

12 



250 

200 



1,028 

822 



£ 


s. 


d. 


2,642 


14 


8 




15 


_ 


437 


1 


4 


2,147 


6 


1 


72 


1 


7 


3,216 


4 


9 


11,886 


3 


5 


467 




_ 


14 


4 


6 


49 


7 


9 


149 




5 


37 




H 


60 






217 


14 


7 


450 


- 


- 


1,851 


5 


7 


£3,296 


16 


8 





By Sales . 

Less Returns 

„ Stock (at finish) 



By Trading A/c (Gross 
Profit) 

„ Discounts 
„ Apprentice Pre- 
mium 

Less Amount c/f 

„ Bad Debts Reserve 
Less New Provi- 
sion, 5% £3,781 
15s. 9d. . 



The tendency, in 
modem practice, is 
to show in a separate 
continuation of the 
Profit and Loss Ac- 
count the adjust- 
ments (partners' 
salaries, if any, and 
interest on capital) 
and divisions of pro- 
fits between the part- 
ners. 



£ , 
9,122 
176 



8 , 946 ] 



2,9391 9 



11,886 



3,216 

12 



10 



58 



£3,296 16 
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Note 2. Instead of showing the Returns as deduction from the Purchases 
and Sale% as above, some accountants prefer to transfer the Returns to the 
Purchases Account and Sales Account respectively. The transfers would 
be made by Journal entries, thus — 



Dec. 31. Sales Account 
„ 31. To Sales Returns 

„ 31. Purchases Returns . 

„ 31. To Purchases Account 



£ s. d. 
176 2 7 

846 2 2 



£ s, d. 
176 2 7 
846 2 2 



BALANCE SHEET as at 31st Dec., 10 — 



Liabilities. 


£ 


I. 


d. 


£ 


s. 


d. 


Assets. 


£ 


s. 


d. 


£ 


*• 


d. 


Sundry Creditors 








1,217 


15 


1 


Cash at Bank and in 














Unexpired Apprentice 














hand 








1,344 


4 


10 


Premium . 








40 


— 


- 


Bills Receivable 








127 


10 


- 


Capital Accounts — 














Sundry Debtors 


3,781 


15 


9 








James Robinson, 














Less Bad Debts 














1st Jan. 


EEu] 


— 


— 








Reserve 


189 


1 


9 








Add Interest . 


250 


_ 


_ 






■ 






— 


— 


3,592 


14 


— 


„ Share of 












■ 


Stock-in-trade . 








2,939 


9 


3 


Profit 


1,028 


9 


9 








Furniture & Fixtures 


125 


8 


4 












— 


— 








Less Depreciation . 


12 


10 


10 










6,278 


9 


9 












— 


— 


112 


17 


6 


Leu Drawings 


437 


10 










Plant and Machinery 


1,426 


17 


7 












— 


— 


5,840 


19 


Eli 


Leu Depreciation . 


142 


13 


9 








Joshua Robinson, 












■ 






— 


— 


1,284 


3 


10 


1st Jan. . 


4,000 


— 


— 








Land and Buildings . 


2,500 


— 


— 








Add Interest 


200 


— 


— 








Less Depreciation . 


62 


10 


— 








„ Share of 


















— 


— 


2,437 


10 


- 


Profit 


822 


15 


10 








Unexpired Fire Insur- 




































12 


7 


2 




IflTTvl 


15 


10 








Unexpired Rates and 












Less Drawings . 


246 


11 


7 








Taxes 








24 


2 


6 










4,776 


4 


3 






















£ 


11,874 


19 


1 








£ 


11,874 


»i 


1 































Example 2. A and B were in partnership as Manufacturing 
Ironmongers. Their Capital Accounts, as on 31st December 19. 
were equal. The partnership agreement provided that A should 
take £ 300 of the profits before B received any share. The balance 
was to be divided equally between them. During the year ended 
31st December, 19. drawings were made by A at the rate of £50 
a month, and by B at the rate of £6 a week. 

On 31st December, 19.., the Ledger Balances, in addition to 
those of the Partners* Capital and Drawing Accounts, were as shown 
below. 

On 31st December, 19... , the Stock in hand was valued and agreed 
at £6,928 4s. 6d., the Work in Progress was certified at £301 6s. Id., 
and the Loose Tools at £406 13s. 2d. 

You are required to prepare a Trading Account and a Profit and 
Loss Account for the year ended 31st December, 19. ., and a Bal- 
ance Sheet as on that date. Before preparing these accounts, it is 
necessary to take the following matters into consideration — 

1. The Auditors called the Partners* attention to the fact that 
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the Leasehold Premises had not been depreciated in the past. The 
lease has 15 years to run, and it is decided to write off the book 
value by equal annual instalments. 

2. Ten per cent Depreciation is to be written off Plant and 
Machinery as on 1st January, and 5 per cent off the additions made 
during the year. 

3. £ 50 depreciation is to be written off Furniture and Fittings. 

4. Wages Account is found to include £47, paid to men who were 
occupied repairing machinery; and it is decided to transfer this 
amount to its proper account, and also to put through a transfer 
of £121 2s. 7d. as representing the cost of material used out of stock 
for such repairs. 

5. The unexpired portions of Rates and Insurance were, on 31st 
December, 19. . , £27 2s. 3d. and £14 Os. Id. respectively. 

6. It is decided to create a Reserve for Bad Debts amounting 
to 5 per cent on the Sundry Debtors. 

Note. No interest on capital or drawings to be provided. 



BALANCES OF LEDGER ACCOUNTS, 31st Dec., 19. 



Cash at Bank .... 

Cash in hand .... 

Plant and Machinery (including additions during 
£345 2s.) .... 

Furniture and Fittings 
Discount account (Debit Balance) 

Manufacturing Wages 
Salaries . . . • • 

Purchases .... 

Carriage .... 

Office Expenses 
Postage and Stationery 
Leasehold Buildings 
Sales ..... 

„ Returns .... 

Purchases Returns . 

Stock (1st Jan., 19. .) 

Sundry Debtors 

Work in Progress (1st Jan., 19. .) 

Advertising .... 

Bad Debts .... 

Interest on Temporary Loan (repaid Noveml 
Loose Tools (1st Jan., 19. .) 

Rent, Rates, and Taxes . 

Insurance .... 

Commission .... 

Lighting and Heating • 

Sundry Creditors 



ber) 



the year of 



L 
280 
37 

4,018 

273 

47 

7,649 

962 

20,747 

467 

212 

42 

1,500 

34,242 

347 

742 

6,738 

9,261 

276 

117 

135 

6 

431 

346 

92 

114 

102 

2,136 



5 . d. 

2 8 

15 2 

2 1 

14 7 

3 1 
12 10 
13 6 

16 11 

4 9 
6 2 

15 1 

12 7 

13 7 
12 - 

- 2 
12 6 

14 11 

17 1 

2 7 
7 10 

14 2 

15 3 
4 2 
9 14 
4 7 

19 - 



( Royal Society of Arts.) 

(In a question such as the above, the student should, if time 
permits, prepare a Trial Balance.) 
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(i) Journal Entries for Adjustments 
JOURNAL Dr. Cf. 



19.. 




1 


1 


1 


£ 


B 


R 


Dec. SI 


Depreciation .... 

To Lease . 

A Of £1,500 


534 


11 


1 


100 


I 






To Plant and Machinery . 

10% £3,673 Os. Id. « £367 6s., and 
5% £345 2s. - £17 5s. Id. 








384 


11 


1 




To Furniture and Fixtures 
Amounts written of! respectively. 








50 


E 




M 31 


Repairs 


168 


2 






1 






To Materials Used for Repairs . 








121 


| 






„ Wages .... 

For repairs to Machinery carried 








47 








out by own workmen. 










1 




.. 31 


Unexpired Insurance . . 

To Insurance .... 
Balance carried forward. 


14 






14 


1 


1 


.. 81 


Unexpired Rates 
To Kent, Rates, and Taxes 


27 






27 




3 




Balance carried forward. 














.. 31 


Provision for Bad Debts 
To Bad Debts Reserve 
5% of Sundry Debtors, £9,261 


463 


1 


8 


463 


l 


8 




12s. 6d. 















( 2 ) Closing Entries 

JOURNAL Dr. Cr. 





£ 


5. 


d. 


£ 


1 


N 


Trading A/c .... 


35,521 


11 


9 






M 


To Stock 








6,738 




R 


„ Work in Progress 








276 




u 


„ Loose Tools. 








431 


ffj 


2 


„ Purchases . £20,747 16 11 














Less Returns 742 12 - 






















20,005 


4 


11 


Manufacturing Wages . 








7,602 


12 


10 


„ Carriage .... 








467 


4 


9 


Balances transferred. 












1 
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JOURNAL — continued . Dr. Cr. 



19.. 






£ 


s. 


d. 


£ 


s. 


d. 


Dec. 31 


Sales . . . £34,242 12 


7 
















Less Returns . 347 13 


7 























19 


_ 










Materials Used for Repairs . 


, 


121 


2 


7 










Stock ..... 




6,928 


4 


6 










Work in Progress 


. 


301 


6 


1 










Loose Tools. . . • 




406 


13 


2 










To Trading A/c 


. 








41,652 


5 


4 




Balances transferred. 
















.. 31 


Trading A/c 


# 


6,130 


13 


7 










To Profit and Loss A/c 


. 








6,130 


13 


7 




Gross Profit transferred. 
















.. 31 


Profit and Loss A/c 


. 


3,304 


12 


3 










To Discount 










47 


3 


1 




„ Salaries 


. 








962 


13 


6 




„ Office Expenses . 


. 








212 


6 


2 




„ Postage and Stationery 


. 








42 


15 


1 




„ Advertising 


. 








117 


17 


1 




„ Bad Debts . 


, 








135 


2 


m. 




„ Interest on Loan . 


, 








6 


7 


m 




„ Rent, Rates, and Taxes 


. 








319 


13 






„ Insurance . 


# 








78 


4 






„ Commission. 










114 


9 


n 




„ Lighting and Heating . 


. 








102 


4 


n 




„ Depreciation 


• 








534 


11 






„ Repairs 


. 








168 


2 


m 




„ Provision for Bad Debts 


, 








463 


1 


8 




Balances transferred. 
















.. 31 


Profit and Loss A/c 




300 


_ 


_ 










To A — Capital A/c . 


, 








300 


- 






Preferential claim on profits. 
















.. 31 


Profit and Loss A/c 




2,526 


1 


4 










To A — Capital A/c . 


. 








1,263 


- 


8 




„ B — Capital A/c . 


. 








1,263 


- 


8 




Respective shares of profit trans 


i- 
















f erred. 
















.. 31 


A — Capital A/c . 


7 


600 


_ 


_ 










To Ins Drawings A/c . 


. 








600 


- 1 


- 




Balance transferred. 
















.. 31 


B— Capital A/c . 


7 


312 


_ 


_ 










To his Drawings A/c . 


, 








312 


_ 


- 




Balance transferred. 
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TRADING AND PROFIT AND LOSS ACCOUNT 



Dr . For the Year Ending 31st Dec., 19 — Cf. 
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BALANCE SHEET A9 at 31st Dec., 19 — 



Liabilities. 


£ 


s. 


d. 


£ 


s. 


d. 


A ssets. 


£ 


5. 


d. 


£ 


s. 


d. 


Sundry Creditors 








2,136 


19 


_ 


Cash in hand . 


37 


15 


2 








Capital Accounts — 














Cash at Bank . 


280 


2 


8 






























317 


17 


10 


Add Share of 














Sundry Debtors 


9,261 


12 


6 


Profit 


1,563 


— 


8 








Less Bad Debts 


















— 











Reserve . 


463 


1 


8 










10,563 


_ 


8 












— 


— 


8,798 


10 


10 


Less Drawings 


■lkd 


- 


_ 








Stock 








6,928 


4 


6 




— 


— 


— 


9,963 


_ 


8 


Work in Progress 








301 


6 


1 


B— 1st Jan., \9— 


lEEEfl 


- 


- 








Loose Tools 








406 


13 


2 


Add Share of 














Furniture and Fix- 














Profit 


1,263 


_ 


8 








tures 


273 


14 


7 












— 


— 








Less Depreciation 


50 


- 


- 










(irueren 


— 


8 












— 


— 


223 


14 


7 


Less Drawings 


312 


- 


- 








Leasehold Buildings 


1,500 


- 


- 










— 


— 


— 


9,951 


— 


8 


Less Depreciation 


100 


— 1 


- 


























— 


— 


1,400 


— 1 


- 
















Plant and Machinery 


4,018 


2 


1 






















Less Depreciation 


384 


11 


1 


























— 


— 


3,633 


11 


— 
















Unexpired Rates 








27 


2 


3 
















Unexpired Insurance 








14 


- 


1 








£ 


22,051 




4 








£ 


22,051 




4 































Another method of adjustment is, to transfer the £121 2s. 7d. 
(Materials used for Repairs) to the Purchases Account and state 
the amount net — also to set the £406 13s. 2d. against the £431 14s. 2d. 
(Loose Tools), showing a net figure of £25 Is. as " Consumption of 
tools," or " Tools used." Similarly, " Work in progress " is fre- 
quently adjusted with sales, and the item described as “ Production." 

SPECIAL POINTS TO WATCH IN EXERCISES 

Period Covered by the Trading and Profit and Loss Account. 
This is a point that should be carefully noted by the student. If 
it is not definitely stated, it can usually be ascertained by comparing 
the dates of the Stock at start and the Stock at finish. Sometimes, 
the rates for depreciation and the rate of interest on capital are 
stated to be per annum , and if the period covered by the Trading 
and Profit and Loss Account is only six months, i.e. for the half- 
year, such rates must be dealt with accordingly. The percentage 
for the Bad Debts Reserve or Discount Reserve, however, will not 
be affected. If these are given as 5 per cent, they will be 5 per cent 
(actual) of the Sundry Debtors, whether the Account is for six or 
for dwelve months, the period of time making no difference to these 
particular items. 

Adjustments in the Trading Account. Students who are accus- 
tomed to working exercises in which the whole of the adjust- 
ments affect merely the Profit and Loss Account, are often greatly 
disconcerted by an exercise which requires adjustments in the 
Trading Account. They get their Trading Account balanced and 
ruled off, and their gross profit brought down to the Profit and 








58 ADVANCED ACCOUNTS 

Loss Account, and towards the end of the exercise may discover 
some adjustments for the Trading Account. It is true such adjust- 
ments do not often occur, but they may. There may be Wages 
owing, Freight, Carriage, etc., due. Students should not take it 
for granted that all the adjustments are for the Profit and Loss 
Account; they should look through them and make quite sure 
before balancing their Trading Account. 

Interest on Capital. In some exercises interest on capital is not 
shown in the adjustments which are duly set out and numbered. 
It will be found mentioned in the reading matter either at the 
beginning or end of the exercise. Students are, therefore, apt to 
overlook it, and consequently bring out the wrong net profit and 
produce an inaccurate Balance Sheet. 

Interest on Loan. Sometimes the Trial Balance in the exercise 
will contain the item, " Interest on Loan (for half-year)/' If the 
period covered by the Trading and Profit and Loss Account is one 
year, then the other half-year's interest must be worked out and 
put in the Profit and Loss Account, whether it is mentioned in the 
adjustments or not, because a year's accounts must contain a year's 
interest if the loans have been outstanding for the year. 

Stock at Finish in the Trial Balance. This occurs only when 
there is a Materials Consumed Account in the Trial Balance or List 
of Balances. Its special treatment under such circumstances has 
been pointed out in our remarks on the contents of the Trading 
Account, to which the student should refer (page 30). 

Bad Debts Not Written Off. In some exercises the Bad Debts 
have not been written off, and the student is told to do this. The 
student thinks it quite simple, and promptly puts them in the 
Profit and Loss Account. More often than not, however, he fails 
to complete the double entry by making a corresponding deduction 
from the Sundry Debtors, with, of course, disastrous effects on 
the accuracy of his work. For example, take the following Trial 
Balance (purposely condensed) — 



TRIAL BALANCE Dr. Cr. 




Suppose the Bad Debts not written off are £60, and that a Bad 
Debts Reserve of 5 per cent is required to be made. The Bad 
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Debts Reserve would be 5 per cent of £2,500, and not 5 per cent 
of £2,560. In the Balance Sheet, therefore, we should have — 



Sundry Debtors 

Less Bad Debts Reserve 



not 



Sundry Debtors 
Less Bad Debts Reserve 



A 500 
125 

£2,375, 



£2,560 

128 

£2,432. 



When the Bad Debts are written off, the Sundry Debtors will be 
reduced to £2,500, and this point seems to be quite unnoticed by the 
majority of students, who are greatly surprised when the Balance 
Sheet totals do not agree. 

Depreciation. Sometimes Depreciation figures in the Trial Bal- 
ance, a corresponding amount having already been written off some 
asset or assets. Students who have been accustomed to show the 
assets in the Balance Sheet, less depreciation, do so in this particu- 
lar instance, and, of course, find subsequently that the Balance 
Sheet totals do not correspond. The asset, in this case, must be 
shown in the Balance Sheet at the same figure as it stands at in 
the Trial Balance ; or, if it is desired to show the asset less deprecia- 
tion, the depreciation must be added back again to the asset and 
then deducted. For example, take the following Trial Balance 
(purposely condensed) — 

TRIAL BALANCE Dr. Cr. 





£ 


s. 


d. 


£ 


s. 


d. 


Sundry debit balances .... 


7,206 


- 


- 








Plant and Machinery .... 


1,350 


- 


- 








Depreciation of Plant and Machinery 


150 


- 


- 








Sundry credit balances. 








8,706 


- 


- 




8,706 


— 


= 


8,706 


- 


- 



The Depreciation of Plant would be transferred to the Profit 
and Loss Account, and the Plant and Machinery would be shown 
in the Balance Sheet thus — 



Plant and Machinery 


£1,350, 


or 


Plant and Machinery • 


. £1,500 


Less Depreciation . 


. 150 


£1,350, 


but not 


Plant and Machinery . 


. £1,350 


Less Depreciation 


. 150 


£1,200, 
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which is the mistake many students make. As the Depreciation 
appears in the Trial Balance, it must have been written off the 
Plant and Machinery, for there could not be one-sided entries in 
the Ledger. The asset is, therefore, at its net figure and must not 
be further reduced. 

Loose Tools. In engineering works, iron foundries, and similar 
concerns it is the practice to make their own loose tools. At bal- 
ancing time, stock is taken of these tools in the same way as stock 
of goods. The student will thus find in such exercises two stocks 
of Loose Tools, a Stock at start and a Stock at finish. These should 
be treated in the same way as Stock-in-trade; the opening stock 
should be debited to Trading Account, and the closing stock should 
be credited to Trading Account and shown on the assets side of 
the Balance Sheet. The reason for this is that the materials for 
making the tools, and the cost of making them, i.e. the wages of 
workmen, have been debited to Trading Account, and any increase 
or decrease in the stock of tools should properly be dealt with in 
the same account. Alternatively, the difference between the two 
stocks of Loose Tools may be shown as Depreciation or Apprecia- 
tion in the Profit and Loss Account. 

ADJUSTMENTS AND THE BALANCE SHEET 

Outstanding Liabilities. Numbers of students are constantly get- 
ting their Balance Sheet wrong on account of the adjustments. 
They must remember that items in the Trial Balance are dealt with 
only once , either in the Profit and Loss Account or in the Balance 
Sheet ; but that items outside the Trial Balance, i.e. the adjustments 
to be made, are dealt with twice, both in the Profit and Loss Account 
and also in the Balance Sheet, in order to complete the double 
entry. For instance, Rent as an item in the Trial Balance would be 
debited to Profit and Loss and would then be finished with ; but 
Rent as an item outside the Trial Balance, i.e. an adjustment to 
be provided for, would not only be debited to Profit and Loss 
Account, but would also be shown as Outstanding Rent on the 
Balance Sheet. The same item may, therefore, be treated differently 
in two different exercises. It does not, however, depend on the 
item itself, but on the position of the item, i.e. whether it is in the 
Trial Balance or List of Balances, or whether it is an adjustment 
outside it. Suppose we were told in an exercise to make a Journal 
entry for some Rent due, the journal entry would be — 

Rent Dr. 

To Outstanding Rent Cr. 

The Rent would be posted to the Rent Account, the total of 
which would be debited to Profit and Loss, while an Outstanding 
Account would be opened in the Ledger and would appear on the 
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liabilities side of the Balance Sheet. The point is, that the double 
entry must still be made for all adjustments whether Journal 
entries are constructed for them or not. That is to say, debit Profit 
and Loss with the item and show the latter as Outstanding Rent 
in the Balance Sheet. Students must remember that charging Rent 
and other losses against profits does not pay them; they remain 
liabilities until they are paid in cash. 

Apportionments. Likewise with the apportionments, i.e. the 
amounts prepaid, or received in advance, and carried forward to 
the next year, these must also be shown on the Balance Sheet. 
When losses are carried forward, as, for instance, unexpired insur- 
ance, rates, etc., they are put on the assets side of the Balance 
Sheet ; and when profits are carried forward, as, for instance, unex- 
pired apprentice premium, they are put on the liabilities side of 
the Balance Sheet. We do not make actual assets or liabilities of 
them. Losses carried forward come on the assets side simply 
because losses and assets are both debit balances. And profits 
carried over come on the liabilities side simply because profits and 
liabilities are both credit balances. 

Common Errors. As in the intermediate stage the students’ 
great difficulty is to make the Trial Balance agree, so also in the 
advanced stage their great difficulty is to make the Balance Sheet 
agree. The outstanding liabilities are frequently omitted ; and the 
apportionments are either omitted, or else placed on their wrong 
sides. The wrong Stock is often entered in the Balance Sheet. 
It should not be the Stock in the Trial Balance, but the Stock at 
finish. Sometimes the disagreement of the Balance Sheet totals is 
caused by the omission of the Stock-in-trade altogether. In other 
cases, the Balance Sheet will not agree because the wrong Bad 
Debts Reserve has been deducted, namely, the old Reserve instead 
of the new one, i.e. the one to be made ; or else merely the amount 
debited or credited to Profit and Loss in order to adjust the two 
reserves has been shown as the actual Reserve itself. For example — 

Dr. Profit and Loss Account 

To Bad Debts Reserve 5% £5,000 . £250 

Less Old Reserve . . . . 120 

*130. 

and then in Balance Sheet — 

Sundry Debtors .... £5,000 

Less Bad Debts Reserve . . 130 

£4,870, 

instead of 

Sundry Debtors .... £5,000 

Less Bad Debts Reserve . • 250 

£4,750, 

which is the correct amount. 
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QUESTIONS ON CHAPTER II 

A 

1. Explain the meaning of the terms " profit " and " loss/' distinguishing 
between ” gross ” and " net " in each case. 

2. What is the difference between “ turnover " and " output " ? Explain 
what is meant by " percentage of gross and net profit on turnover." Why 
is the percentage not calculated on cost ? 

3. What is a Trading Account, and of what items is it usually comprised ? 

4. Distinguish between a Trading and (a) a Profit and Loss Account, 
(b) a Cost Account, (c) a Manufacturing Account. 

5. State what the following items in a Trading Account represent: (1) 
Stock, (2) Work-in-Progress, (3) Purchases, (4) Sales. 

6. What is meant by a " Materials Consumed Account/' and how is the 
amount arrived at ? Show, by means of pro forma examples, the difference 
in a Trading Account with and without this item. 

7. Explain the meaning of the following items : (1) Dock Charges, (2) Duty, 
(3) Freight, (4) Carriage, (5) Cartage. When are these items charged to 
Trading Account, and when to Profit and Loss Account ? 

8. Explain the meaning of " productive wages." Why should they be 
charged to Trading Account ? Illustrate your answer by means of examples. 

9. How are Wages distinguished from Salaries ? 

10. Explain the following: Manufacturing Charges, Royalties, Motive 
Power, Fuel, Consumable Stores. Should these be charged to Trading Account 
or to Profit and Loss Account ? Give reasons for your answer. 

11. What considerations enter into the question as to whether Packages 
and Packing Material should be charged to Trading Account or to Profit 
and Loss Account ? How is Rent of Factory dealt with ? 

B 

1. What is a Profit and Loss Account, and how does it differ from a Trading 
Account ? 

2. Explain the meaning of the following items when they appear in a Profit 
and Loss Account : Dock Charges, Duty, Freight, Carriage, cartage. 

3. Why do Rent, Rates, and Taxes, and Ground Rent appear in the Profit 
and Loss Account? How should Ground Rent be treated when it has been 
paid less tax ? How would you deal with Rent received from sub-lettings ? 

4. What are Salaries, and how do they differ from Wages? To what 
account would you charge the item " Salaries and Wages," and why? 

5. What is meant by Discount? Explain the terms " Discounts Allowed," 
" Discounts Received," " Discounts on Sales," " Discounts on Purchases." 
What different methods of treatment are in vogue with respect to the last 
two items? 

6. What do the following items denote : Interest*, Commission, Bank 
Charges? Into what two accounts are each of the former usually divided, 
and why? 

7. Explain the meaning of the following : Insurance, Advertising, Repairs, 
Travelling Expenses, and Horsekeep, and why they are charged to Profit 
and Loss. 

8. What is meant by Office Expenses and Trade Expenses ? What variation 
of treatment exists with respect to the latter item ? 

9. What are Bad Debts, and how should they be treated? How would 
you deal with any Bad Debts written off and subsequently recovered? 

C 

1. Explain the meaning of the phrase, " Adjustments at balancing time/' 
Give examples. 
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2. What outstanding liabilities have usually to be provided for at balancing 
time ? What accruing income must also be brought to account ? 

3. What apportionments are usually necessary at the time of closing the 
books, and why ? How is the Balance Sheet affected by such apportionments ? 

4 Explain what adjustments come under the following headings — 

(a) Reserves for Expected Losses. 

(b) Reserves for Expected Gains. 

5. Why must Interest on Capital and Depreciation of Assets be charged 
against profits ? 

6. What adjustments are rendered necessary at balancing time, (a) through 
unused stocks of stationery, advertising material, etc., on hand, (b) through 
national health and unemployment insurance? 

7. What are closing entires? How are the following accounts closed: 
(a) Personal accounts, (6) Real accounts, (c) Nominal accounts? 

8. Explain the term “ Balance Sheet/' What information should it afford? 
How does it differ from a Trial Balance ? 

9. What controversy is there respecting (a) the form of the English Balance 
Sheet, (b) the headings “ Dr." and “ Cr.,'' and the words " To '' and “ By ''? 

10. What two methods are there of marshalling the assets and liabilities 
on a Balance Sheet ? Illustrate your answer by means of pro forma examples. 
What variations are sometimes met with ? 



EXERCISE II 

1. Messrs. Brown & Phillips are equal partners in a business trading under 
the style of The Pimlico Cycle Co. On the 31st December their book-keeper 
extracted the following balances from the books — 

Cash at Bank, £3,990 ; Plant and Machinery, £6,880 ; Stock of Machines, 
1st Jan., £7,858; Materials on hand, 1st Jan., £2,730; Sales during the 
year, £188,680; Sundry Debtors, £6,556; Agents' Commission, £4,890 • 
P. Brown, Capital Account, £5,358; R. Phillips, Capital Account, £4,900; 
Workmen's Wages, £26,798; Business Premises, £2,500; Bills Payable, 
£3,840; Cash Creditor, £4,000; Materials Purchased, £139,920; Sundry 
Creditors, £4,462; General Expenses, £720; Travellers' Salaries, £3,520; 
P. Brown, Drawings Account, £1,120; R. Phillips, Drawings Account, £900; 
Bad Debts written off, £958; Rents, Rates, and Taxes, £1,900. 

The following adjustments are necessary — 

5 per cent Depreciation off Plant and Machinery ; one year's Interest due 
to Cash Creditor at 5 per cent per annum; Bad Debts estimated at £320; 
Commission due to Agents, £700; Interest on Capital at 5 per cent per 
annum. The Stocks on hand at 31st December were — 

Materials, £1,860; Machines, £6,250. 

Prepare Trial Balance, Trading and Profit and Loss Account, and Balance 
Sheet as at 31st December. 

2. Messrs. Wolfe, Harvey, & Co. are m partnership, sharing profits equally. 
On the 30th June the following balances stood in their books — 

Lease of Premises (15 years to run), £3,000; Stock, 1st July, £9,262; 
Bills Payable, £6,902; Sundry Creditors, £11,224; Sales, £51,558; Dis- 
counts Received, £766; Purchases, £44,662; Bad Debts, £152; Adver- 
tising, £2,160; R. Wolfe, Capital Account, £23,120; T. Harvey, Capital 
Account, £19,570; Cash at Bank, £1,886; Rent, Rates, and Taxes, £1,396; 
Discounts Allowed, £1,082 ; Bills Receivable, £940; Salaries, £1,700; R. 
Wolfe, Drawings Account, £1,400; T. Harvey, Drawings Account, £1,300; 
Trade Expenses, £1,098 ; Cash in hand, £100 ; Plaint and Machinery, £10,656 ; 
Bad Debts Reserve, 1st July, £420; Wages (manufacturing), £6,838; 
Sundry Debtors £25,928. 
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The following adjustments are necessary — 

Interest on Capital at 5 per cent per annum ; Bad Debts Reserve, £500 j 

Depreciation of Plant and Machinery at 5 per cent; Advertising paid in 

advance, £100 ; Rent, Rates, and Taxes owing, £290; Stock, 30th June, 

£19,514. 

Prepare Trading and Profit and Loss Account for the year ending 30th 
June, and a Balance Sheet as at that date. 

3. On 31st December, 19.., the following was the Trial Balance of the 
Call Manufacturing Co., Ltd. The Nominal Capital of the company was 
£20,000, divided into 20,000 Ordinary Shares of £1 each. Adjustments to 
incorporate are- 

fa) 10 per cent Depreciation off Plant and Machinery. 

(b) 5 per cent Depreciation off Furniture and Fittings. 

(c) The Reserve for Bad Debts to be made up to 5 per cent of Debtors. 

(d) Insurance unexpired on 31st December, £5 10s. 6d. 

\e) A portion of premises owned by the company was sublet as from 1st 
July, 19. ., at an annual rental of £50, but no rent has been paid by sub- 
tenant, or passed through the books. 

(/) Stock, 31st December, 19.., £4,402 Is. 5d. 

Prepare Trading and Profit and Loss Account, and Balance Sheet. 



TRIAL BALANCE 





£ 


s. 


d. 




£ 


s. 


d. 


Final Call . 


250 


- 


— 


Capital A/c — 








Freehold Premises 


3,200 


- 


— 


16,000 Shares, fully 








Rates, Taxes, and In- 








called 


nDEfla 


— 


- 


surance 


472 


10 


7 


Profit and Loss A/c — 








Office and Management 








(Balance previous 31st 








Salaries 


1,292 


10 


6 


December) . 


217 


5 


- 


Office Expenses . 


217 


14 


11 


Discount 


14 


7 


3 


Manufacturing Expenses 


192 


- 


4 


Sales . . ‘ . 


20,314 


17 


BO 


Stock, 1st January 


3,714 


19 


- 


Returns Outwards 


196 


19 


5 


Manufacturing Wages . 


6,901 


1 


9 


Sundry Creditors . 


w&m 


5 


9 


Purchases . 


10,617 


15 


4 


Bills Payable 


984 


8 


1 


Returns Inwards . 


307 


12 


9 


Transfer Fee 




2 


6 


Carriage Inwards . 


47J 


10 


4 


Reserve for Bad Debts . 


315 


9 


4 


Carriage on Sales . 


314 


- 


11 










Sundry Debtors . 


8,617 


5 


— 










Factory Fuel and Power 


172 


19 


5 










Lighting and Heating . 


74 


16 


1 










Goodwill 


2,000 


- 


- 










Audit Fees and Legal 
















Expenses . 


124 


4 


9 










Travelling Expenses 


96 


4 


11 










Plant and Machinery 


1,942 


13 


4 










Repairs 


89 


14 


9 










Furniture and Fittings . 


134 


6 


8 










Cash at Bank 


246 


9 


10 










„ in Hand 


3 


4 


- 










Total of Debits . 


41,453 


15 


2 


Total of Credits . 


41,453 


15 


2 














i 



'i — r 

( R.S.A. ) 



4. Messrs. Rice & Baxter entered into partnership on the 1st January 
with a Capital of £30,000, £20,000 of which was contributed by P. Rice and 
£10,000 by F. Baxter. It was agreed that profits should be shared in proportion 
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to capital introduced, and the Drawings of the partners should be : Rice, £400, 
and Baxter, £200 per quarter on account of accruing profit. Should either 
partner draw more than the agreed amount, he was to be debited with not 
less than one quarter's Interest on the sum drawn in excess. Each partner 
was to be entitled to Interest on his Capital at 5 per cent per annum. A Bad 
Debts Reserve of 2J per cent of the Sundry Debtors was to be created. 

The Stock at 31st December was valued at £12,857 Os. lOd. 

From the above particulars and the following Balances, prepare Trading 
and Profit and Loss Accounts for the year ended 31st December, and a Balance 
Sheet as at that date — 



P. Rice, Capital A/c . 


. £20,000 


F. Baxter, Capital A/c 


. 10,000 


Cash at Bank . 


. 2,418 


„ on Deposit 
Purchases 


. 1,000 
. 35,640 


Sundry Creditors 


• 3,920 


Rent, Rates, and Taxes 


. 700 


Bills Payable . 


2,690 


Furniture and Fixtures 


500 


Sales 


. 29,360 



Trade Charges . . . £460 

Sundry Debtors . . 17,078 

Returns Outwards . . 1,756 

P. Rice, Drawings A/c . 1,600 

F. Baxter, Drawings A/c . 1,000 

Rent owing . . Cr. 160 

Interest and Discount Dr. 270 

Salaries . . . 1,200 

Returns Inwards . . 2,460 

Bills Receivable . . 3,560 



5. The X. L. Manufacturing Co., Ltd., has an authorized share capital of 
£25,000, divided into 10,000 6 per cent Preference Shares and 15,000 Ordinary 
Shares, all of £1 each. From the following, prepare Trading and Profit and 
Loss Account, and Balance Sheet as at 31st March, 19. .. 



TRIAL BALANCE 



DEBITS 


£ 


s. 


d. 


CREDITS 


£ 


s. 


d. 


Freehold Land and 








Preference Share Capital 


10,000 


- 


— 


Buildings , 


8,650 


- 


- 


Ordinary Share Capital 


15,000 


- 


- 


Fixed Plant and 








5 per cent Debentures . 


6,000 


- 


— 


Machinery 


5,920 


- 


- 


Bank Overdraft . 


2,640 


- 


- 


Coal and Coke 


2,650 


- 


- 


Sundry Creditors 


2,146 


- 


— 


Discounts . 


851 


— 


- 


Sales net . 


30,608 


- 


- 


Goodwill 


5,000 


- 


- 


Reserve 


1,000 


- 


- 


Purchases net 


11,920 


- 


- 


Profit and Loss A/c 








Loose Tools and Utensils 


2,280 


- 


- 


previous 1st April 


974 


- 


- 


Stock previous 1st April 


8,621 


— 


— 










Fixtures and Office Fur- 
















niture 


250 


- 


_ 










Sundry Debtors . 


8,240 


- 


- 










Bills Receivable . 


971 


- 


— 










Wages 


9,897 


- 


- 










Salaries and Commission 


1,266 


- 


- 










Rent, Rates, Taxes, and 
















Insurance . 


893 


- 


- 










Bank Charges 


138 


- 


- 










Directors' Fees 


200 


- 


- 










Debenture Interest, less 
















Tax .... 


255 


- 


- 










Sundry Expenses 


186 


- 


- 










Bad Debts . 


98 


- 


- 










Cash in Hand 


82 


- 


- 










vy 


68,368 


- 


- 




68,368 


- 


- 








t== 






* 





3— (B. 1405 ) 
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Depreciate Fixed Plant and Machinery at 5 per cent and loose tools and 
utensils at 7J per cent. Reserve 5 per cent of total debtors for discount. 
Final Stock was £8,102. (U.L.C.I.) 



6. On the 30th June, Messrs. Lewis & Co. extracted the following Balances 
from their books — 



P. Lewis, Capital A/c 


£7,012 


T. Smithers, Capital A/c . 


5,010 


Wages of Workmen . 


5,340 


Gas and Electric Light 


80 


Commission and Discount . 


420 


Debtors for Rent 


50 


Bills Receivable . , 


781 


Bills Payable . . . 


1,970 


Stock, ist July . • 


9,645 


Freight and Carriage 


158 


Sales .... 


37,500 


Bad Debts Reserve . 


230 


Bank Overdraft 


739 



Cash in hand . . £20 

Petty Expenses . . 312 

Bad Debts . . . 119 

„ „ added to Reserve 100 

Salaries .... 1,000 

Purchases . . . 28,381 

Sundry Creditors . . 6,245 

P. Lewis, Drawings A/c . 1,000 

T. Smithers, Drawings A/c. 400 
Sundry Debtors . . 9,036 

Rent, Rates, and Taxes . 1,500 

Travelling Expenses . . 364 



Stock on hand 30th June was valued at £11,774 18s. 4d. Provide for 
Salary £300 to be credited to T. Smithers. Profits are to be divided — seven- 
twelfths to Lewis and five-twelfths to Smithers. Prepare Trading and Profit 
and Loss Account and Balance Sheet as at 30th June, after allowing Interest 
on Capital at 5 per cent per annum. 



7. From the following Balances and the undermentioned particulars, pre- 
pare Messrs. Rocklyn & Co.'s Trading and Profit and Loss Account for the 
year ended 30th September, and a Balance Sheet as on that date — 



Purchases 




£18,682 


Bad Debts 




196 


Sales 




49,240 


Repairs and Renewals 




1,140 


General Expenses 




920 


Coal and Coke . 




1,040 


Sundry Debtors 
Travellers' Salaries and 




9,300 


Commission . 




1,300 


Discounts allowed 




860 


Trade Creditors 




3,080 


Stock, ist Oct. . 




7,960 


Plant and Machinery. 




7,000 



R. Rocklyn, Capital A/c 


£10,840 


„ Drawings A/c. 


800 


P. Farmley, Capital A/c . 


10,306 


„ Drawings A/c . 


700 


Extension of Works . . 


3,000 


Rents Received 


300 


Cash in hand . 


80 


Rates and Taxes 


760 


Cash at Bank . 


3,120 


Clerks’ Salaries • 


960 


Wages of Workmen • 


6,338 


Discounts Received . 


390 


Premises .... 


10,000 



Make a Bad Debts Reserve of £460, a Discount Reserve on Debtors of 
per cent ; credit Interest on Capital at 5 per cent per annum ; depreciate 
Plant and Machinery 5 per cent. Stock on hand, 30th September, valued at 
£3,372. Profits and losses to be shared equally. 



8. The following Balances appear in the books of Norman Lockell on 
31st December — 

Freehold Premises, £6,000; Wages of Workmen, £11,782; Bills Pay- 
able, £5,140; Consignments Outwards at cost and still unsold, £1,800; Dis- 
counts, Dr. balance. £572; Bills Receivable, £1,558: Loan from Bankers, 
£4,000; Norman Lockell, Capital Account, £25,300 ; Drawings Account, 
£2,400; Purchases, £25,360; Advances on Consignments, £1,000; Fire 
Insurance (£20 prepaid), £90; Stock, 1st Jan., £9,570; Rents Received, 
£200 ; Salaries, £2,920 ; Cash in hand, £300 ; Machinery and Plant, £7,640 ; 
Sales (including consignments), £44,970; General Expenses, £940; Returns 
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Inwards, £3,190; Sundry Debtors, £13,208; Sundry Creditors, £7,720; 
Rent, Rates, and Taxes, £1,000. 

Make the following adjustments — 

Bad Debts Reserve, 5 per cent Debtors; Interest on Capital, 5 per cent 
per annum; Interest due to Bank, £100; Depreciation of Premises, £100; 
Depreciation of Plant and Machinery, 10 per cent per annum. 

The Stock at 31st December was valued at £16,174. 

Prepare Trading and Profit and Loss Accounts for the year ended 31st 
Dec., and a Balance Sheet as on that date. 

9. W. Price and E. Ackworth were in partnership as engineers. The Partner- 
ship Agreement provided that profits and losses were to be shared equally, 
and that 5 per cent interest was to be charged on Capital, but not on Drawings. 
On 31st March the Trial Balance was taken out. Prepare “ Final Ac- 
counts ” for the year ended 31st March, 19... The following adjustments 
must be made: (a) Depreciation — 10 per cent off Plant and Machinery, etc. 
(6) Reserve for Bad Debts, 2| per cent of Sundry Debtors, (c) Reserve for a 
Quarter's Rent, £50. ( d) Insurance unexpired on 31st March, 19. ., £7 3s. 4d. 
(e) Stock, 31st March, 19. ., £1,658 14s. 9d. 

TRIAL BALANCE 

DEBITS £ s. 

Plant, Machinery, and 
Fixtures . . . 5,672 13 

Factory Fuel and Power 54 6 
Office Salaries . . 374 10 

Lighting and Heating . 39 5 

Travelling . . , 92 6 

Carriage on Sales . . 95 18 

Cash at Bank . . 112 6 

„ in Hand . . 6 7 

Sundry Debtors . . 4,796 10 

Purchases . . . 8,329 4 

Manufacturing Wages . 991 9 

Rent, Rates, and Taxes 276 14 

Office Expenses . . 271 14 

Carriage Inwards . . 89 15 

Discount . , . 42 7 

W. Price — Drawings . 396 10 

E. Ackworth's do. . 285 14 

Stock previous 31st 
March . . . 2,17211 

Manufacturing Expenses 267 19 

Sales Returns . . 742 2 

Insurance . , . 57 6 

25,167 15 

(R.S.A.) 

10. Messrs. Perry & Ruston are in partnership sharing profits three-fifths 
and two-fifths respectively. From the following Balances, and the under- 
mentioned particulars, you are required to make out a Trading and Profit 
and Loss Account for the year ended 30th April, and a Balance Sheet as on 
that date. 





68 



ADVANCED ACCOUNTS 



Trade Creditors . • 




£3,578 


Discounts Reoeived * 


. £580 


Bills Payable . . 




1,870 


Bills Receivable • 


. 636 


Law Charges . . 




42 


Purchases . « 


. 11,720 


General Expenses • 




758 


A. Perry, Capital A/c . 


. 9,280 


Cash at Bank . . 




1,898 


„ Drawings A/c 


. 800 


B. Ruston, Capital A/c 




7,520 


Stock, 1st May . 


. 6,390 


„ Drawings A/c 




600 


Trade Debtors . • 


* 6,322 


Premises . 




4,000 


Carriage . . • 


. 358 


Cash Creditor 




4,000 


Returns Inwards « 


* 2,860 


Returns Outwards 




1,620 


Salaries . . • 


• 1,570 


Bad Debts Reserve, 1st May 


220 


Sales 


. 21,360 


Cash in hand 


* 


40 


Bad Debts . . 


260 


Discounts Allowed 




860 


Rent, Rates, and Taxes 


. 1,120 


Wages (manufacturing) 


. 


3,994 


Plant and Machinery . 


. 5,900 



The following adjustments are necessary — 

Bad Debts estimated at £291 ; Discount Reserve on Debtors, 3} pet cent; 
on Creditors, 2 J per cent ; Interest on Capital, 5 per cent per annum ; one 
year's Interest due to Cash Creditor, £160 ; Depreciation of Plant and 
Machinery, 10 per cent. Stock on hand at 30th April was £9,384. 



11. Messrs. Kingsley & Larke are in partnership, sharing profits and losses 
two-thirds and one-third respectively. From the following Balances and 
the undermentioned particulars, prepare Trading and Profit and Loss Account 
for the year ended 31st July, and a Balance Sheet as at that date. 



Freehold Premises 
Discounts Allowed . , 

Trade Creditors . « 

General Charges . . * 

Wages (manufacturing) 

Bills Payable . . * 

Rent, Rates, and Taxes . 
B. Kingsley, Capital A/c 

„ Drawings A/c . 
Bad Debts Reserve, 1st Aug. 
Discounts Received 
Sales .... 



£4,000 

950 

6,994 

1,370 

9,294 

2,686 

3,500 

21,360 

1,940 

1,160 

520 

47,560 



Cash at Bank 

Stock, 1st Aug. . , 

Plant and Machinery • 

Bad Debts 

Patents 

Cash in hand 

Trade Debtors . 

R. Larke, Capital A/c 
,, Drawings A/c 
Salaries 
Insurance . 

Purchases . 



£3,940 

10,764 

14,690 

920 

3,000 

20 

11,760 

10,640 

900 

2,520 

190 

21,162 



The following adjustments are necessary — 

Bad Debts Reserve, £600; Interest on Capital, 5 per cent per annum; 
Depreciation: Patents, 10 per cent; Plant and Machinery, 10 per cent; 
Business Premises, £200; Frank Higgins, the works manager, is entitled 
to 5 per cent of the net profits. 

The Stock on hand at 31st July was valued at £9,550. 



12. Alfred Ramsden & Philip Brookes trade under the style of Ramsden, 
Brookes, & Co. The following Balances were extracted from their books on 
the 30th June — 



Trade Creditors . . . £8,192 

Freehold Premises . . 5,000 

Discounts (Dr. balance) . 230 

A. Ramsden, Capital « /c . 12,300 
„ Drawings A/c . 1,200 

Rent, Rates, and Taxes . 860 

Repairs . . . . 146 

Bills Receivable . . . 620 

Purchases . . „ . 17,182 

Cash at Bank . . . 1,120 

Wages of Workmen . . 2,940 



Salaries .... £720 

Stock, 1st July . . . 5,900 

P. Brookes, Capital A/c • 6,860 

„ Drawings A/c . 600 

Trade Debtors . . .20,176 

Bills Payable . . . 3,800 

Bad Debts Reserve, 1st July 600 
Sales . . . . 29,384 

General Expenses . . 852 

Cash in hand ... 30 

Plant and Machinery . • 3,560 
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The following adjustments are necessary — 

Bad Debts Reserve, 5 per cent Debtors ; Interest on Capital at 5. per cent 
per annum ; Depreciation of Plant, 10 per cent per annum. 

Stock on hand at 30th June was valued at £2,498. Profits are divisible 
equally. 

Make the necessary closing entires and prepare Trading and Profit and 
Loss Accounts, and Balance Sheet as at 30th June. 



13. From the following Trial Balance of a company, prepare Trading, 
and Profit and Loss Account for the year ended 31st December, 19. ., and a 
Balance Sheet. 



TRIAL BALANCE 



DEBITS 


£ 


s. 


d. 


CREDITS 


£ 


s. 


d. 


Plant and Machinery 


1,972 


10 


- 


Capital (nominal 10,000 








Manufacturing Wages . 


3,496 


12 


- 


shares of £1 each) 








Salaries 


1,596 


10 


4 


Issued, 8,000, fully 








Fixtures and Fittings . 


947 


6 


8 


paid 


8,000 


- 


- 


Carriage Inwards . 


198 


4 


7 


Sundry Creditors 


5,416 


10 


_ 


Carriage Outwards 


215 


6 


11 


Balance of P. & L. A/c 


743 


6 


_ 


Freehold Works . 


2,500 


- 


- 


Bank Loan . 


1,000 


- 


_ 


Manufacturing Expenses 


945 


14 


3 


Purchases Returns 


114 


5 


11 


Rates, Taxes, and In- 








Sales .... 


24,141 


14 


5 


surance . 


417 


10 


10 










Goodwill 


3,000 


- 


- 










General Expenses 


814 


5 


- 










Factory Fuel and Power 


127 


10 


- 










Sundry Debtors . 


7,814 


10 


- 










Lighting and Heating . 


98 


14 


7 










Stable Expenses . 


247 


6 


11 










Stock, 1st Jan., 19. . 


3,417 


8 


9 










Horses and Carts . 


516 


10 


- 










Purchases . 


9,716 


10 


4 










Sales Returns 


316 


10 


- 










Discount 


92 


4 


1 










Bad Debts . 


148 


9 


6 










Interest and Bank 
















Charges . 


47 


10 


- 










Cash at Bank 


754 


1 


5 










Cash in hand . 


14 


10 


2 












39,415 


16 


4 




39,415 


16 


4 

















1 ~~*‘ 



Adjustments — 

(1) Stock, 31st December, 19. ., £2,962 9s. 7d. 

(2) Depreciation: Plant, etc., 10 per cent; Fixtures and Fittings, 5 per 
cent; Horses and Carts, £100. 

(3) Reserve for Bad Debts to be equal to 5 per cent of Sundry Debtors. 

(4) Rates and Insurance unexpired on 31st December, £49. 

(5) A Commission of 1 per cent on the Gross Profits to be provided for 
Works Manager. 

(6) A Commission of 5 per cent of Net Profits (after charging the Works 
Managers* Commission) to be credited to the General Manager. ( R.S.A .) 




70 



ADVANCED ACCOUNTS 



14. The following are the Ledger Balances of A, B, C, & Co., as on 31st 



December — 
Sundry Debtors 




£6,000 


Sales .... 


£25,000 


General Trade Expenses 




1,200 


Sundry Creditors 


1,000 


Factory Rent . 




250 


Interest Received 


120 


Manufacturing Wages 




2,000 


Purchases Returns . 


200 


Purchases 




10,000 


Discounts Received . 


180 


Fixtures and Fittings 




500 


Reserve for Bad Debts 


200 


Carriage and Freight 
Raw Material 


on 


500 


A. Capital A/c . Cr. 

B. Capital A/c . Cr. 


10,000 

10,000 


Sales Returns . 




300 


Plant and Machinery. 


6,0Q0 


Horses, Harness, and 
Vehicles 




2,000 


Freehold Offices 
Balance at Bank 


2,000 

2,300 


Advance on Mortgage. Dr. 


2,000 


Cash Balance . 


10 


Travelling Expenses . 




600 


Stock, 1st Jan. 


5,000 


Office Salaries . 




2,200 


C. Capital A/c . . . Dr. 


1,000 


A. Drawings . • 




1,000 


Discounts Allowed 


220 


B. . 




1,000 


Rates, Taxes, and Insurance 


120 


C. . 




500 







Prepare — 

(1) Trading Account, showing gross profit for the year. 

(2) Profit and Loss Account, showing net profit available for division 
among the partners. 

(3) Balance Sheet as on 31st December, 19. .. 

Stock on hand on 31st December, 19.., amounted to £7,500. According 
to the Partnership Deed 5 per cent Interest on Partner's Capital is to be 
credited or charged, as the case may be, and the profits are to be divided as 
to A two-fifths, B two-fifths, C one-fifth. 

Write off 5 per cent from Plant and Machinery. 

Write off 10 per cent from Horses, Harness, Vehicles, and Fixtures- and 
Fittings. Increase the Reserve for Bad Debts by £400. (Civil Service, 
Assistant Clerks.) 

15. Robert Poole and Frederick Winchley entered in partnership on 1st 
October, under the style of Poole & Co. The following Balances (except one) 
were obtained from their books at 30th September, after the first year's 
trading — 

Sundry Debtors, £7,360 ; R. Poole, Drawings Account, £800; F. Winchley, 
Drawings Account, £800; Stock, 30th September, £4,900; Salaries, £940; 
Carriage, £450 ; Discounts Received, £720 ; Purchases, £26,720 ; Com- 
mission, £660 ; Plant and Machinery, £9,252 (after charging Depreciation, 
£1,026); Freehold Premises, £3,000; Trade Creditors (including Bills 
Payable, £1,500), £7,704 ; Cash at Bank, £1,180 ; Discounts Allowed, £1,064 ; 
Rent, Rates, and Taxes, £1,660; Wages of Workmen, £5,480; General 
Expenses, £872 ; Travelling Expenses, £520 ; Goods sold, £35,360. 

Draw up a Trial Balance (bringing into account the Capital, which the 
partners contributed equally), and prepare Trading and Profit and Loss 
Account, and Balance Sheet as at 30th September, after allowing Interest on 
Capital at 5 per cent per annum. 

16. From the following Ledger Balances* prepare Trading Account, Profit 
and Loss Account, and Balance Sfreet of Messrs. H. Oakley and W. Denham, 
Harness Manufacturers, as on 3|st December, sharing profits and losses 
equally. Before dividing the profits, allow Interest on Partners' Capital at 
5 per cent per annum ; depreciate Machinery and Plant 7£ per cent, arid Fix- 
tures and Fittings 6 per cent ; provide for Bad and Doubtful Debts 5 per cent, 
and for a half-year’s interest on the Mortgage at 5 per cent per annum to 31st 
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December ; carry 7 J per cent of the net profit (if any) to the Reserve Fund • 
'Stock 31st December, .£14,725 2s. 6d. 





£ 


s. 


d. 




£ 


s. 


d. 


H. Oakley, Capital A/c 








Stock A/c (1st Jan.) . 


10,910 


5 


5 


(1st Jan.) 


10,000 


- 


- 


Rates and Taxes A/c 


251 


9 


11 


W. Denham, Capital 








Banker's Account Cr. 


2,437 


- 


_ 


A/c (1st Jan.) 


9,000 


- 


- 


Office Expenses A/c . 


104 


5 


3 


Freehold Premises 


13,100 


- 


— 


Carriage A/c 


1,066 


2 


9 


'Bills Payable A/c 


2,402 


8 


2 


Insurance A/c . 


191 


11 


4 


Fixtures and Fittings 








Interests and Dis- 








A/c 


3,600 


- 


- 


counts A/c . Cr. 


43 


12 


1 


Wages A/c 


7,930 


1 


4 


Sundry Debtors 


8,510 


- 


- 


Mortgages on Premises 








Interest on Mortgage 








A/c . . Cr. 


4,500 


- 


- 


A/c 


112 


10 


- 


[Sundry Creditors 


13,802 


18 


4 


General Trade Ex- 








Reserve Fund (for 








penses A/c 


1,040 


17 


2 


contingencies) 


1,050 


- 


- 


Repairs A/c 


337 


13 


1 


s Sales A/c 


45,230 


2 


10 


H. Oakley's Drawings 








Machinery and Plant 








A/c (including in- 








A/c 


6,000 


- 


- 


terest) . 


1,767 


10 


- 


Cash Account . 


472 


14 


7 


W. Denham’s Draw- 








Purchases A/c . 


31,038 


10 


7 


ings A/c (including 








Salaries A/c 


550 


- 


- 


interest) 


1,482 


10 


- 










(Union of Educational Institutes.) 





17. Wm. Smith and Joseph Thompson trade in partnership as Metal 
Merchants under the style of Smith, Thompson & Co., William Smith's capital 
beijig £15,000, and Joseph Thompson’s £12,000. 

The Ledger shows the following Balances — 



Office Furniture and 


£ 


s. 


d. 




£ 


s. 


d. 


Fittings 


m 


8 


2 


Purchases of Copper . 


40,170 


12 


- 


Rent 


200 


- 


- 


Tin 


8,426 


18 


9 


Sales of Copper. 


37,445 


7 


1 


„ Iron 


86,983 


7 


2 


„ Tin . 


9,476 


3 


8 


„ Pig Iron 


75,536 


14 


1 


„ Iron 


87,753 


11 


6 


Stocks on hand at 








„ Pig Iron 


76,942 


8 


- 


1st Jan — 








Discounting Bills 


829 


7 


3 


Copper 


12,008 


- 


3 


Bills Receivable 


9,814 


15 


- 


Tin . 


875 


11 


4 


Discounts Allowed less 








Iron . 


3,026 


14 


_ 


Discounts received 


4,423 


9 


11 


Office and Warehouse 








Cash in hand . 


23 


2 


11 


Expenses 


574 


19 


9 


Sundry Debtors 


7,618 


4 


10 


Carriage . 


1,463 


13 


7 


Sundry Creditors 


6,028 


7 


10 


Wm. Smith, Drawings 


618 


4 


2 


Salaries of Office Staff 


316 


4 


- 


Joseph Thompson, 








Warehouse Wages 


226 


- 


- 


Drawings 


429 


8 


6 


Bank Interest and 








Midland Bank . Cr. 


2,941 


7 


5 


Commission . 


332 


12 


4 


Bills Payable . 


6,784 


2 


6 



The Stocks on hand at 31st December were — 

Copper £22,111 14 2 

Tin 617 18 10 

Iron 6,513 4 1 

From the foregoing make out Profit and Loss Account and Balance Sheet, 
charging 5 per cent Interest on the Partners’ Capital, and crediting Partners 
with £500 each. Salary. ( Union of Educational Institutes.) 

18. H. Shepherd and G. Elkington entered into co-partnership as Builders 
and Contractors at Northampton on 1st January. Elkington’s capital was 
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£1,000, Shepherd's was £4,000. Profits or losses were to be shared equally. 
5 per cent was to be credited to each Partner in respect of his capital, and 
5 per cent was to be charged on their respective drawings. Elkington was to 
be credited with £25 each quarter as salary for management. The following is 
a copy of the Ledger Balances of their books on 31st December, but no interest 
has been charged either upon the capital or upon drawings, nor had Elkington 
been credited with his salary. 

The Stock was taken and amounted to £3,750. The drawings of the partners 
had been as follows: Shepherd, 1st February, £50 ; 1st April, £100 1 1st June, 
£50; 1st August, £50; 1st October, £100; 1st December, £50; Elking- 
ton, 1st February, £25; 1st March, £37 10s.; 1st May, £62 10s.; 1st June, 
£50; 1st August, £25; 1st September, £37 10s.; 1st November, £62 10s. | 
1st December, £50. 



Sales 

Purchases 
Cash 

Bills Payable 
Creditors . 

Rent 

Bank . . Cr. 

Taxes and Insurance 
General Charges 
Buildings 
Shepherd's Capital 
Elkington's Capital 



9,756 

3,857 

365 

421 

1,062 

525 

664 

224 

108 

2,500 

4.000 

1.000 



d. 

7 

6 

11 

4 

1 

6 

9 

6 

2 



Interest and Discount 

Dr. 250 

Salaries . . . 457 

Wages . . . 1,304 

Carriage and Freight . 255 

Repairs and Deprecia- 
tion . . . 212 

Plant and Tools . 1,437 

Shepherd's Drawings 400 

Elkington's Drawings 350 

Debtors . . . 4,657 



5. d. 



3 
10 

2 

4 

5 
14 



8 6 



Prepare a Trading Account, Profit and Loss Account for the year, and 
Balance Sheet, giving effect to the respective partnership terms as to Interest 
on Capital and Drawings, Partners' Salary, and division of Profits and Losses. 
(Union of Educational Institutes.) 



19. John Green, Henry Richards, and Reginald Everitt trade together 
under the title of Green, Richards & Co. ; each partner is entitled to a salary 
of £500 per annum. 

John Green's Capital is £8,000; Henry Richard’s, £7,000; and R. Everitt's, 
£5,000. 

At the end of the year the balances were as follows — 





£ 


5. 


d. 




£ 


s. 


d. 


Debtors . 


. 5,162 


11 


1 


Discount . . Dr. 


394 


11 


3 


Creditors . 


. 4,726 


15 


2 


Interest on Loans Dr. 


12 


10 


— 


Bills Receivable 


. 365 


10 


- 


Insurance 


63 


4 


_ 


Bills Payable . 


. 918 


19 


11 


Consignments . Dr. 


198 


10 


- 


Stock 


• 7,017 


13 


8 


Bad Debts 


17 


2 


6 


Purchases 


. 62,169 


7 


3 


Sundry Trade Charges 


2,838 


18 


9 


Wages 


• 3,013 


4 


4 


Reserve for Bad Debts 


100 


— 


- 


Salaries of Staff 


618 


13 


8 


Sales 


73,483 


10 


10 


Office Expenses 


493 


8 


5 


Loans at 5%, bor- 








Property — Works 


. 6,500 


— 


— 


rowed 30th June Cr. 


500 


- 


_ 


Machinery 


. 10,000 


— 


- 


Reserve for Discounts 








Cash 


. 16 


14 


11 


Cr. 


182 


11 


6 


Bank 


. 1,029 


17 


7 










The Stock at 31st December amounted to £8,316 19s. lOd. 


Write 7} per 



cent Depreciation off Machinery and 2} per cent off Works. Make out Profit 
and Loss Account and Balance Sheet, crediting each partner with 5 per cent 
interest on his capital. (Lancashire and Cheshire Union.) 
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20. Prepare Final Accounts of John Combine, steel merchant, on 31st 
December. Stock, at 31st December, valued at £3,500. Write off £400 Bad 
Debts, and maintain a Reserve of 5 per cent on the remaining debtors* balances 
to allow for doubtful debts. Depreciate Plant 10 per cent. Allow interest on 
Capital at 5 per cent per annum. Combine introduced an extra £500 capital 
on 1st December. 



Stock 


. £9,600 


Wages 


. 3,200 


Railway Charges, etc. . 


. 500 


Purchases . 


. 12,000 


Interest on Overdraft . 


. 20 


Bills Receivable . 


. 600 


Rents, Rates, etc. 


200 


Plant and Machinery . 


. 2,000 


Travelling Expenses • 


. 500 


Repairs to Plant . 


. 160 


Cash 


. 200 


Discount on Sales 


500 



f 

Returns In . . . £100 

Sundry Debtors . . . 3,500 

Office Expenses . . . 500 

Income Tax ... 50 

Drawings as against Profits. 500 

J. Combine, Capital . . 5,000 

Bills Payable . . . 500 

The Consolidated Bank Cr. 400 
Sales .... 25,000 
Reserve for Bad Debts . 500 

Discount on Purchases . 400 

Sundry Creditors . . 2,330 



{National Union of Teachers.) 



21. The books of Black & White, who are equal partners, are balanced 
yearly as on 31st December. Before profits are ascertained and divided, 
5 per cent interest is allowed upon Partners' Capital. Depreciation at the 
rate of 5 per cent is written off the Plant Account, and a provision of 5 per 
cent is made for Bad and Doubtful Debts. One year’s interest, at the rate of 
4£ per cent, is due upon the Loan on Mortgage, and has not yet been passed 
through the books. The Stock on hand, as on 31st December, was valued at 
£3,225. 

The following are the final Balances as on 31st December — 



Purchases . 




£16,450 


Trade Charges . 


£400 


Manufacturing Wages 




2,150 


Premium on Lease A/c (0 




Sales 




24,800 


years unexpired as on 1st 




Black’s Capital A/c . 




5,000 


Jan.) .... 


2,400 


„ Drawings A/c 


(in- 




Sundry Creditors 


15,345 


eluding Interest) 
White’s Capital A/c 




550 

2,000 


Loan on Mortgage 
Freehold Land and Buildings 


5.000 

8.000 


„ Drawings A/c 

eluding Interest) 


fin- 




Plant A/c .... 


4,000 


350 


Reserve for Bad and Doubt- 




Stock (as on 1st Jan.) 




3,000 


ful Debts (as on 1st Jan.). 


600 


Salaries 




820 


Sundry Debtors . 


13,100 


Rates and Taxes 




325 


Cash at Bank 


1,200 



Prepare a Trading and Profit and Loss Account for the year ended 31st 
December, and a Balance Sheet as on that date. (London Chamber of Com- 
merce.) 



22. On 31st December, Messrs. Arthur Wilson and John Bookman are 
in partnership as Cigarette Merchants, profits divided equally. Before the 
net profit can be ascertained the following adjustments must be made, which 
adjustments may be made through the Profit and Loss Account and the 
Balance Sheet ; separate Ledger Accounts need not be introduced. 

1. Interest on Partner’s Capital at 5 per cent from 1st July. 

2. Charge to the period the correct proportion of the prepaid Insurance 

Premium. 

3. Write off half of J. Macmillan’s Dishonoured Bill. 

4. Create a Reserve of 5 per cent on Sundry Debtors. 




74 



ADVANCED ACCOUNTS 



A. Wilson (Capital A/c) . £7,250 
John Bookman (Capital A/c) 4,685 
Arthur Wilson (Drawings 

A/c, including Interest) . 640 

John Bookman (Drawings 

A/c, including Interest) . 410 

Bills Receivable . . . 950 

Plant and Machinery . . 2,880 

Sundry Debtors (including 
John Macmillan, for dis- 
honoured Bill, £100) . 6,200 

Loan A/c . . . Cr. 2,000 

Wages, Manufacturing . 4,097 

Returns In 278 

Purchases (including Govern- 
ment Duty) . • . 25,659 

Sales .... 35,643 



Commission • . Cr. 

Rent, Rates, and Taxes 
Stock . 

Salaries and Wages 
Travelling Expenses . 
Expenses of licences . 
Insurance, etc. (including 
Premium of £30 per 
annum paid to end of 
March next) . 

Cash 

Bank 

Repairs and Renewals. 
Interest and Discount Dr 
Bad Debts 
Sundry Creditors 
Fixtures and Fittings . 



£564 

562 

8,968 

1,100 

130 

58 



40 

53 

1,897 

337 

587 

362 

5,963 

897 



The Stock on hand at the end of the year is £12,896. 

Make out in proper form Trading, Profit and Loss Account, and Balance 
Sheet. (National Union of Teachers.) 



23. Messrs. Slander and Backbite own a small newspaper. Profits and 
losses are equally divided. Before the division of Profits, the following 
adjustments are necessary : 10 per cent Depreciation is to be written off Plant 
Account; 20 per cent off Type Account, and 10 per cent off Horses and Carts 
Account; 5 per cent provision is to be made for Bad and Doubtful Debts; 
Six Months* Interest at 5 per cent is due upon the Bank overdraft, and has 
not yet been passed through the books. 

Stock as on 31st December, was valued at £381. 

No interest is allowed upon Partner's Capital Accounts, Backbite’ s smaller 
capital being compensated for by the fact that he gives more time to the 
business than his partner. 

The following were the Ledger Balances of the firm as on 31st December — 



Expenses of Branch Office . £129 

Insurance A/c ... 34 

Rates, Taxes, and Gas • 50 

Postages A/c . . . 182 

Carriage A/c . . . 264 

Bad Debt Reserve (1st Jan.) 430 
Sales and Subscriptions 
Newspaper Department) . 4,852 

Sales (Jobbing Dept.) . . 848 

Advertisements A/c (Re- 
ceipts) .... 5,540 

Compositors* Wages A/c . 2,035 

Reporters* Salaries . . 798 

Paper Purchases A/c . . 2,220 

Office Salaries . . . 748 

S. Slander's Capital A/c . 9,864 

„ Drawings A/c . 1,040 

B. Backbite's Capital A/c . 7,540 

„ Drawings A/c 952 

Trade Creditors . . . 862 

Advertisements Paid in Ad- 
vance A/c . . . 750 



Trade and Incidental Ex- 
penses .... £82 

Cost of Literary Contribu- 
tions .... 898 

Commissions Paid . • 152 

Stable Expenses . . 121 

Ink Purchases A/c . • 88 

Machine and Engine Room 

Expenses . . . 242 

Audit Fee .... 52 

Law Charges . • . 124 

Bad Debts A/c . . . 142 

Freehold Printing Works . 4,950 

Additions to Freehold Pre- 
mises during the year . 150 

Plant and Machinery A/c . 4,400 

Type A/c .... 2,900 

Stock (1st Jan.) . . • 342 

Horses and Carts A/c . • 194 

Sundry Debtors . . . 8,440 

Cash in hand . • • 457 

Bank Overdraft . . . 1,500 
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Prepare a Profit and Loss Account for the year ended 31st December, and 
a Balance Sheet as on that date. (London Chamber of Commerce.) 



24. James Thompson took over the business of an Iron Ore proprietor, 
the lease of the mines having fifteen years to run, on 1st January, and carried 
on the business for six months. 

Make up his Profit and Loss Account and Balance Sheet from the following 
figures without taking account of interest upon Capital, but providing for 
the wasting of the Lease, and writing off depreciation, at the rate of 5 per 
cent per annum from Machinery and Plant, providing £445 for bad debts, and 
allowing a discount of 2\ per cent from the Debtors and Creditors. 



James Thomson, Capital 


£20,000 


„ „ Withdrawals 


800 


Machinery and Plant . 


3,522 


Ore Sales .... 


36,700 


Cash at Bankers 


5,709 


„ on hand 


9 


Allowances and Returns 


500 


Salaries .... 


939 


Wages . 


12,684 


Discounts received 


75 


Damages for breach of con- 
tract .... 


100 


Unpaid Wages . 


286 


Sundry Creditors 


8,000 


Unexpired Insurances 


40 



Rent, Rates, and Taxes 


. £2,330 


Bank Charges 




200 


Discounts allowed 




. 850 


Royalty 




. 5,000 


Lease 




. 16,500 


Coals 




. 1,260 


Sundry Debtors . 




. 6,300 


Candles and Oil . 




. 390 


Repairs 




. 360 


Powder 




. 372 


Office Furniture 




. 100 


Carriage and Freight 




. 913 


Stock, 1st January 




. 4,850 


Ropes used 




53 


Timber used 




. 1,280 



The Stock at 30th June amounted to £5,000. (Chartered Accountants.) 



REVISION EXERCISE II 

1. State briefly the general principles of Book-keeping, the systems in 
ordinary use, and whether (if any) preference is to be given to any particular 
system. (London Chamber of Commerce.) 

2. The following is a record of transactions in a city house— make 
the necessary entries, post same to Ledger Accounts, and draw out Trial 
Balance. 



19.. 
Jan. 2. 

,. 3. 



4 . 



Sold Wm. Smith & Co. Goods as 
Invoice a/7567. Cash 14 days 
2J per cent ..... 
Bought of Hanmer 



per 

less 



Co., 2 Bales 
— net. Gave 

two months' 
acceptance 
due 5th 
March . 

Received Palmer & Co.'s Cheque for account, 
£35 less 5 per cent discount . • » 




£ 5 . d. 

173 10 - 



98 15 - 
33 5 - 
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Jan. 4. Received cash on account from Webster & 
Co., leaving balance £18 15s. . 

„ 5. Paid London & County Bank . 

„ 6. Sold William Owen Goods as per Invoice 

a/7568. Cash at 7 days less 1 J per cent . 

„ 9. Gave Peter Robinson 3 months' acceptance 

due 12th April, to close his account, less 
discount £2 3s. 4d. .... 

„ 12. Drew Cheques as follows — 

No. 1760 Wages Account • 

1. Rent, Quarter Year 

2. Rates and Taxes 

3. Gas Account .... 



£ s. d . 



25 15 - 
30 - - 
7 15 - 
3 6 6 



15. Received W. Smith & Co/s Cheque. Dis- 

count £4 6s. 9d. ..... 

16. Received Webster & Co/s Cheque 

17. Received Wm. Owen's Cheque. Discount 

18s. 9d 

18. Paid London & County Bank 

19. Advised London & County Bank to honour 

our Acceptance of Wm. Simpson’s Draft 
due this day for . 



63 5 - 
75 - - 

82 3 4 



66 


16 


6 


169 


3 


3 


18 


15 


- 


74 


1 


9 


261 


19 


6 


143 


10 





(London Chamber of Commerce.) 



3. What is a Profit and Loss Account ; of what items is it composed, and, 
assuming you to have prepared one showing a Profit, would such Profit 
appear as an Asset or a Liability in the Balance Sheet? State your reasons 
why in either case. (London Chamber of Commerce.) 



4. The Stanley Main Coal Company entered into a contract with Messrs. 
Ricksmith, Pigg & Co., to supply 1,000 tons coal monthly, for a period of 12 
months, at 7s. 6d. per ton, with 9d. per ton for waggon hire, and 2s. 6d. per 
ton carriage, with an allowance by the vendors of 6d. per ton for screening ; 
payment to be made each month by the firm’s acceptance at 2* months on 
receipt of invoice. Make the necessary entries in the subsidiary books of the 
Coal Company for the first three months' delivery, and post the same to the 
respective Ledger Accounts. (London Chamber of Commerce.) 



5. G. Sykes and R. Simpson trade as the Simplex Manufacturing Co. 
The following was the Trial Balance of their books for the twelve months 
ending 31st December. Prepare Trading Account, Profit and Loss Account, 
and Balance Sheet. 

Make the following Provisions and Reserves. Profits or Losses to be shared 
equally. Interest at 5 per cent on Partners' Capital Accounts, ignoring 
Drawings. Transfer £75 from Purchases Account, and £115 from Wages 
Account to Additions to Plant ; Depreciate Plant Account 5 per cent off balance 
and 25 per cent off additions; Depreciate Furniture and Fittings Account 
5 per cent; add to Leasehold Premises Redemption Account 2} per cent 
interest on balance and Annual Instalment of £37 10s. ; Reserve for Bad and 
Doubtful Debts, 5 per cent on Debtors. 

Before dividing profits, J. Smith, the Works Manager, is to receive a Bonus 
on the net profits of 2 per cent up to £2,500, and 1} per cent on any profits 
over that amount. 
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Dr. Cr. 





i 


S. 


d. 


£ 


s. 


d. 


G. Sykes, Capital A/c, 1st Jan. 








8,500 


- 


- 


„ Drawings A/c 


1,000 


- 


— 








R. Simpson, Capital A/c, 1st Jan. . 








6,444 


1 


- 


„ Drawings A/c 


750 


- 


— 








Leasehold premises 


3,270 


■ill 


6 








,, „ Redemption A/c 

Plant, Machinery, and Tools, 1st 








675 


— 


— 


Jan. • ... . 


6,012 


11 


8 








Plant, Machinery, and Tools, Addi- 














tions during the year 


252 


mss 










Furniture, Fittings, and Fixtures 


873 


Kfl 










Cash Account .... 


35 


Ka 










Lloyds Bank, Ltd., Current A/c 


1,014 


El 










Bills Receivable Account 


1,173 


16 










„ Payable Afccount . 








4,573 


19 


10 


Sales ...... 








38,350 


2 


6 


Purchases ..... 


22,753 


14 


8 








Wages A/c, Producers . 


7,642 


12 










„ „ Non-producers 




EH 










Discounts received and allowed 


1,975 


14 




1,162 


8 


10 


Carriage and Freight 


457 


16 


9 








Sundry Trade Expenses 


282 


12 


8 








Ground Rent, Rates, and Taxes • 


472 


■tl 


Kfl 








Coal, Gas, and Water, Works A/c . 


522 


19 


n 








„ „ „ Office A/c 


89 


■a 


MM 








Bank Charges .... 


54 


13 


9 








Creditors ..... 








5,003 


16 


2 


Debtors ..... 


9,872 


12 


6 








Bad Debt Account (Reserve) 








152 


12 


9 


Repairs to Plant .... 


63 


18 


mi 








Stock Account, 1st Jan. . 


5,274 


16 


Sy| 










£64,862 


1 


B 


Easa 


n 


1 


LMHMHH 


■Ml 




b— i 




J— M 



Stock, 31st December, £6,378 12s. 6d. 



(Union of Educational Institutes.) 

















CHAPTER III 



BILLS OF EXCHANGE, PROMISSORY NOTES, 
CHEQUES 

Definition. By the Bills of Exchange Act, 1882, a bill of exchange 
is defined as — 

An unconditional order in writing, addressed by one person to another, 
signed by the person giving it, requiring the person to whom it is addressed 
to pay on demand or at a fixed or determinable future time a sum certain 
in money to or to the order of a specified person or to bearer. 

An instrument which does not comply with these conditions, 
or which orders any act to be done in addition to the payment of 
money, is not a bill of exchange. 

An order to pay out of a particular fund is not unconditional 
within the meaning of this section ; but an unqualified order to pay, 
coupled with (a) an indication of a particular fund out of which 
the drawee is to reimburse himself or a particular account to be 
debited with the amount, or (6) a statement of the transaction 
which gives rise to the bill, is unconditional. 

Advantages of Bills. The chief advantages of a bill are — 

1. It is legal evidence of debt, the creditor being able to sue on 
the bill itself. It also fixes the date of payment. 

2. It is a negotiable instrument, and can, therefore, be trans- 
ferred by the holder in settlement of his own debts, thus obviating 
the trouble and expense of transmitting coin. 

3. It can be cashed before the due date, in fact whenever desired, 
by being discounted with a banker or bill-broker. This constitutes 
a very great advantage to business concerns, which are frequently 
run on credit, and may need ready money. 

Kinds of Bills. There are two kinds of bills, Inland and Foreign. 
An Inland Bill is a bill which is or on the face of it purports to be 
{a) both drawn and payable within the British Islands, or (6) drawn 
within the British Islands upon some person resident therein. For 
the purposes of the Act, the term British Islands includes the 
Isle of Man and the Channel Islands. Any other bill is a Foreign 
Bill. 

Trade Bill is a bill of exchange drawn in the ordinary course 
of business and for value received, in contradistinction to an 
Accommodation Bill, i.e. one for which no value has been 
given. 

Form of Bill. No particular form of words is required by the Act, 
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and the following may be taken as a fair specimen of the usual 
business document — 



£250 due 20 April, 19. . 


Accepted payable at 
the County Bank, 
Limited, Kingsway 
Branch. 

M. Goodman. 


London, 

17 Jan., 19.. 






s /- 

Stamp 


Three months 
Mr. M. Bressloff 
two hundred 
value received. 


after date pay to 

or order the sum of 
and fifty pounds 


To Mr. M. Goodman. 


J. Rowell. 





Parties to a Bill. There are three parties to a bill — 

[а) Drawer, the person who is assumed to have written out the 
bill, i.e. the creditor to whom the money is owing. 

(б) Drawee, the person on whom a bill is drawn, and who, after 
acceptance, is called the acceptor. 

(c) Payee, the person to whom the money is payable. Some- 
times the drawer and payee are one and the same person, as when 
the drawer asks for the money to be paid to himself. In the 
example given, J. Rowell is the drawer, M. Goodman the drawee, 
M. Bressloff the payee. 

Immediate Parties are those in direct relationship with each other 
e.g. drawer and drawee (or acceptor), drawer and payee, endorser 
and his next endorsee. 

Remote Parties are all those not in direct connexion with each 
other, e.g. last endorser and first endorser, an intermediate endorsee 
and the acceptor, an intermediate endorser and the drawer or 
payee. 

Draft and Acceptance. Before acceptance the bill is called a 
draft, which may, therefore, be defined as the unaccepted form of 
a bill of exchange. But after the drawee has written his signature 
across the face of it, it is termed an acceptance. It is called a bill 
at either stage. 

Stamp Duty. The ad valorem stamp duty on inland bills of 
exchange is as follows — 



Where the amount does not exceed 


£10 . 


. 


. 2d. 


Exceeding £10 but not exceeding 


£25 . 


• 


. 3d. 


>i £25 ,, ,, 


£50 . 


. 


. 6d. 


99 jf50 M 99 


£75 . 


. 


. 9d. 


99 £75 ,, ,, 


£100 . 


. 


. Is. 



When the amount exceeds £100, Is. for the first £100, and an 
additional Is. for every £100 or fraction of a £100. When bills are 
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drawn payable on demand (which include those payable on pre- 
sentation or at sight) or within three days after date or sight, no 
matter what the amount, the stamp duty is only 2d. ; and a 2d. 
adhesive stamp may be used, provided the stamp is affixed at the 
time of issuing the bill and is properly cancelled by the drawer. 
In all other cases bills must be written on paper bearing an impressed 
stamp of the proper value. Any person dealing with a bill of 
exchange improperly stamped renders himself liable to a penalty 
of £10. 

If a bill is payable with interest, the stamp duty covers the interest 
unless the amount of it is mentioned in the bill. 

Legal Liability of Parties to a Bill. The liability of the parties to 
a bill arise in the following order — 

1. The acceptor. 

2. The drawer. 

3. The endorser (or endorsers). 

The “ acceptor ” is primarily liable on a bill to the drawer so 
long as the drawer retains it. On endorsement to a payee, the 
“ drawer ” then becomes liable on the bill as well as the acceptor. 
The subsequent endorsement over by a holder in due course, who 
becomes an “ endorser/' thereby creates his liability on the bill. 
The " drawer " and “ endorser " are liable to compensate the holder 
or any subsequent endorser provided the requisite proceedings on 
dishonour have been duly taken. 

Long Bills. These are bills that have a long currency or tenor, 
i.e. time to run before maturity, such as those drawn at two months 
after date and upwards. 

Short Bills. These are bills whose currency or tenor is only for 
a very short period, such as those payable on demand or within 
ten days. 

Option of Treating Bills of Exchange as a Promissory Note. Where 
in a bill drawer and drawee are the same person, or where the drawee 
is a fictitious person or a person not having capacity to contract, 
the holder may treat the instrument, at his option, either as a bill 
of exchange or as a promissory note. 

Sum Payable. The sum payable by a bill is a sum certain 
within the meaning of the Act, although it is required to be 
paid — 

(а) With interest. 

(б) By stated instalments. 

(c) By stated instalments, with a provision that upon default 
in payment of any instalment the whole shall become due. 

Where the sum payable is expressed in words and also in figures, 
and there is a discrepancy between the two, the sum denoted by 
the words is the amount payable. 

Where a bill is expressed to be payable with interest, unless the 
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bill provides otherwise, such interest runs from the date of the bill, 
or, if the bill is undated, from the issue of it. 

Bill Payable on Demand. A bill is payable on demand — 

(a) Which is expressed to be payable on demand, or at sight, or 
on presentation ; pr 

(b) In which no time for payment is expressed. 

Where a bill is accepted or endorsed when it is overdue, it is 
deemed a bill payable on demand as regards any such acceptor or 
endorser. 

Bill Payable at a Future Time. A bill is payable at a determinable 
future time within the meaning of the Act which is expressed to be 
payable — 

1. At a fixed period after date or sight. 

2. On or at a fixed period after the occurrence of a specified 
event which is certain to happen, though the time of happening 
may be uncertain. 

An instrument expressed to be payable on a “ contingency ” is 
not valid as a bill. 

Date of Bill. A bill is not invalid by reason of its not being 
dated, being ante-dated, post-dated, or dated on a Sunday. 

Where a bill expressed to be payable at a fixed period after date 
is issued undated; or where the acceptance of a bill payable at a 
fixed period after sight is undated, any holder may insert therein 
the true date of issue or acceptance, and the bill is then payable 
accordingly. And should the holder in good faith and by mistake 
Insert a wrong date, the bill is not avoided thereby, but is still 
payable as if the date so inserted had been the true date. The 
holder who fills in a date after acceptance should notify the acceptor, 
so that the latter may know the exact date of maturity. 

d/d. Means days after date. 

d/s. Means days after sight. 

m/d. Means months after date. 

Calculation of Time of Payment and Days of Grace. All bills 
except those payable on demand (which include those at sight or 
on presentation and those in which no time of payment is expressed) 
are subject to days of grace; that is, three extra days must be 
allowed for payment beyond the date mentioned in the bill. These 
three days used to be customary, but the law has now made them 
compulsory; and the bill is due and payable on the last day of 
grace. No right of action accrues until after the last day of grace. 
When the last day of grace falls on a Sunday, Christmas Day, Good 
Friday, or a day appointed by Royal Proclamation as a public 
fast or thanksgiving day, the bill is due and payable on the preceding 
business day. When the last day of grace is a bank holiday under 
the Bank Holidays Act, 1871, and other Acts, or when the last day 
of grace is a Sunday and the second day of grace is a bank holiday, 
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the bill is due and payable on the succeeding business day. If days 
of grace are not to be allowed, this fact must be specially noted 
on the bill by inserting the phrase “ without days of grace/' or by 
adding the word “ fixed " after the time stated, as “ on the 4th June 
fixed." 

Where a bill is payable at a fixed period after date, after sight, 
or after the happening of a specified event, the time of payment is 
determined by excluding the day from which the time is to begin 
to run and by including the day of payment. In the case of leap 
year, one day more must be allowed to the month of February. 

Where a bill is payable at a fixed period after sight, the time 
begins to run from the date of the acceptance if the bill is accepted, 
and from the date of noting or protest if the bill be noted or pro- 
tested for non-acceptance, or for non-delivery. 

The term “ month " in a bill means calendar month. Thus, 
bills drawn on 28th Dec., 29th Dec., 30th Dec., 31st Dec. at two 
months would all mature on the same date, nominally on 28th Feb., 
but legally on 3rd March (allowing for days of grace). 

Case of Need. The drawer of a bill, and any indorser, may insert 
in the bill the name of a person to whom the holder may resort in 
case of need, that is, in case the bill is dishonoured by non-accept- 
ance or non-payment. Such person is called the referee in case of 
need. It is in the option of the holder to resort to the referee in 
case of need or not as he may think fit. 

Acceptance. The acceptance of a bill is the signification by the 
drawee of his assent to the order of the drawer. This acceptance 
is effected by the drawee writing his signature across the face of 
the bill, though it is apparently quite legal if written on the back 
of it. The word " accepted " is generally prefixed, but it is not 
legally necessary. 

Domicile. When the drawee on accepting a bill marks on it the 
place of payment, this is called the domicile of the bill. If no place 
is mentioned, the bill is payable at the acceptor's usual place of 
business. 

Kinds of Acceptance. An acceptance may be either («) general 
or (6) qualified. 

A general acceptance assents without qualification to the order 
of the drawer. A qualified acceptance in express terms varies the 
effect of the bill as drawn. In particular, an acceptance is qualified 
which is — 

(а) conditional, that is to say, which makes payment by the 
acceptor dependent on the fulfilment of a condition stated therein ; 

(б) partial, that is, an acceptance to pay part only of the amount 
for which the bill is drawn ; 

(c) local, that is, an acceptance to pay only at a particular speci- 
fied place. An acceptance to pay at a particular place is a general 
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acceptance, unless it expressly states that the bill is to be paid 
there only and not elsewhere ; 

(d) qualified as to time, as when a bill for two months is accepted 
for four ; 

( e ) the acceptance of one or more of the drawees, but not of all. 
The holder of a bill may refuse to take a qualified acceptance, 

and if he does not obtain an unqualified acceptance, he may treat 
the bill as dishonoured by non-acceptance. 

Note. An acceptance on behalf of a firm or a limited company 
or in any fiduciary capacity should contain the name of the firm 
or company and be accepted for them, otherwise it may legally 
be held to be merely the personal acceptance of the party or parties 
signing; and this would render the latter personally liable on the 
bill. Thus acceptance should be — 

For and on behalf of A. B. Co., Ltd. 



Director. 

And not — 



Director of A. B. Co., Ltd. 

Presentment for Acceptance. The presentment must be made by 
or on behalf of the holder, to the drawee or to some person author- 
ized to accept on his behalf, at a reasonable hour on a business day 
and before the bill is overdue. 

Where a bill is addressed to two or more drawees, who are not 
partners, presentment must be made to them all, unless one has 
authority to accept for all, when presentment may be made to him 
only. Where the drawee is dead, presentment may be made to his 
personal representative. Where the drawee is bankrupt, present- 
ment may be made to him or to his trustee. Where authorized 
by agreement or usage, a presentment through the Post Office is 
sufficient. 

Presentment for acceptance is excused, and the bill may be 
treated as dishonoured by non-acceptance — 

(a) Where the drawee is dead or bankrupt, or is a fictitious person, 
or a person not having capacity to contract by bill ; 

(b) Where after the exercise of reasonable diligence presentment 
cannot be effected. 

The fact that the holder has reason to believe that the bill, on 
presentment, will be dishonoured does not excuse presentment. 

Dishonour by Non-acceptance. When a bill is duly presented for 
acceptance and is not accepted within the customary time (usually 
twenty-four hours), it must be treated as dishonoured by non- 
acceptance, or else the holder will lose his right of recourse against 
the drawer and endorsers. 
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A bill is dishonoured by non-acceptance — 

(a) When it is duly presented for acceptance, and such acceptance 
is refused or cannot be obtained ; or 

(b) When presentment for acceptance is excused and the bill is 
not accepted. 

When a bill is dishonoured by non-acceptance, an immediate 
right of recourse against the drawer and endorsers accrues to the 
holder, and no presentment for payment is necessary. 

Recourse. This term denotes the right of a bona fide holder of a 
bill of exchange to require payment of it from some person other 
than the acceptor, that is, from any of the endorsers, or from the 
drawer. 

Delivery of Bill. A bill of exchange, although complete in form, 
is, like a deed, of no effect against the parties to it until it has been 
properly delivered. If, therefore, a bill of exchange gets into 
circulation through being stolen from the drawer, acceptor, or 
endorsers, they will not be liable upon it except to a holder in due 
course. 

Negotiable Instruments. Partly by custom (modem as well as 
ancient) and partly by statute law certain documents, including 
bills of exchange, have acquired negotiability. The characteristics 
of negotiable instruments are — 

1. The property in them, and not merely the possession, passes 
by delivery. 

2. The holder in due course is not prejudiced by any defects 
of title on the part of the transferor or any previous holder, even 
though such prior party may have stolen the bill. 

3. The holder can sue upon them in his own name. 

Generally speaking, if the holder's title can be made good through 

theft then the document is a negotiable one ; if not, then it is not 
negotiable. The following are examples of negotiable instruments : 
coins of the realm, bills of exchange, bank notes, cheques, promissory 
notes, dividend warrants, East India bonds, exchequer bills, share 
warrants, bearer debentures and scrip, and bonds of foreign and 
Colonial Governments. 

Negotiation of Bill. A bill being a negotiable instrument may be 
transferred from one person to another, who then acquires all the 
rights in it. A bill, negotiable in its origin, continues to be negoti- 
able, i.e. maybe re-issued, until it has been (a) restrictively endorsed 
or (6) discharged by payment or otherwise. Any holder may 
endorse over or transfer a bill unless the bill contains in the body 
thereof words prohibiting its transfer, or bears a restrictive en- 
dorsement. If a bill is payable to bearer, it is transferable simply 
by delivery ; if payable to order, it is transferable by endorse- 
ment and delivery, that is, it requires the holder's signature on 
the back of it before being passed on. In any case, it is always 
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advisable to obtain the endorsement of a transferor in order to 
make him liable as a party to the bill, which he would not be 
otherwise. 

Endorsement. The requisites of a valid endorsement are that it 
must be written on the bill itself and be signed by the endorser. 
The simple signature of the endorser without additional words is 
sufficient. The endorsement is usually on the back of the bill, 
though quite legal if on the front of it. The number of endorsements 
may be so numerous that the space on the back of the bill is insuffi- 
cient to contain all the signatures. In this case a slip of paper, called 
an allonge, may be pasted on to the bill to receive any further 
endorsements. The first person to sign afterwards should write 
his signature partly on the bill and partly on the allonge, in order 
to prevent the two being separated ; otherwise, the first signature 
on the allonge might be fraudently attached to a bill of a larger 
amount. An endorsement written on an allonge, or on a “copy” 
of a bill, is deemed to be written on the bill itself. 

Where, in a bill payable to order, the payee or endorsee is wrongly 
designated, or his name is misspelt, he should endorse the bill as 
therein described, adding, if he thinks fit, his proper signature. 

Kinds of Endorsements. An endorsement may be in blank or 
special. It may also contain terms making it restrictive. An 
endorsement in blank specifies no endorsee, and a bill so endorsed 
becomes payable to bearer. A special endorsement specifies the 
person to whom, or to whose order, the bill is to be payable, as 
“ pay C D or order.” A restrictive endorsement prohibits the 
further negotiation of the bill, as “ pay C D only,” or “ pay C D 
for the account of E,” or “ pay C D or order ” for collection. 
Where any person is under obligation to endorse a bill in a repre- 
sentative capacity, he may endorse the bill in such terms as to 
negative personal liability. The endorsement “ sans recours ” (with- 
out recourse) is thus often used by persons who have been acting 
as agents and not principals. A facultative endorsement is one in 
which an endorser has, as regards himself, waived some or all of 
the holder's duties, such as presentment for payment, notice of 
dishonour, etc. Example — 

Pay C D or order, 

Notice of Dishonour waived. 

AB. 

An endorsement must not be partial or conditional; it must be 
for the whole bill ; and if the endorsement is conditional, the condi- 
tion may be ignored by the payer. 

Circuity of Action or Negotiation Back. Where a bill is negoti- 
ated back to the drawer, or to a prior endorser, or to the acceptor, 
such party may re-issue and further negotiate the bill, but cannot 
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enforce payment of the bill against any intervening party to whom 
he was previously liable. Thus, if Brown draws a bill and endorses 
it to Jones, Jones endorses to Roberts, Roberts to Green, and finally 
Green endorses back to Brown, Brown can re-issue and negotiate 
the bill but cannot enforce payment against Jones, Roberts, or 
Green. In like manner, if any other person becomes, for the 
second time, an endorser of the same bill, all intervening endorsers 
between his first and second endorsements are discharged from 
liability. 

Where a person signs a bill otherwise than as drawer or acceptor, 
he thereby incurs the liabilities of an endorser to a holder in due 
course. This is known as " backing ” a bill. 

Consideration. The words " for value received ” are usually 
written in a bill, but are not legally necessary, as a bill is not invalid 
by reason that it does not specify the value given, or that any value 
has been given therefor. Moreover, every party whose signature 
appears on a bill is prima facie deemed to have become a party 
thereto for value. This assumption, however, may be rebutted by 
evidence to the contrary. Valuable consideration for a bill may be 
constituted by — 

(a) Any consideration sufficient to support a simple contract ; 

(b) An antecedent debt or liability, whether the bill is payable on 
demand or at a future time. 

If a bill which has been previously accepted for value received 
is ultimately handed to a person as a gift, the holder cannot recover 
the amount from his immediate transferor as no consideration has 
passed ; he can, however, recover it from any of the other parties 
to the bill. If a bill be given for a wagering or gaming debt, the 
holder cannot sue the loser upon it as the consideration is illegal. 
But if the bill is transferred for value to a third person who is 
unaware of the gaming transaction, such third person can enforce 
payment. This is so even in the case where a cheque (which is a 
bill of exchange) is drawn in a foreign country on a banker in this 
country, for a consideration which is legal in the country where it 
is drawn, but illegal in this country. The law of England always 
prevails in the case of bills of exchange, which are drawn in such a 
manner as to make them English bills. 

Presentment for Payment. Except in a few special instances, a 
bill must be duly presented for payment, otherwise the drawer and 
endorsers will be discharged from their liability. A bill payable on 
demand must be presented within a " reasonable ” time. A bill 
not payable on demand must be presented on the due date at the 
place of payment or address of drawee or acceptor mentioned in 
the bill; or if this is not specified, at the drawee's or acceptor's 
place of business if known; and if not, at his ordinary residence if 
known ; and if not, at his last known place of business or residence, 
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or wherever he can be found. Where authorized by agreement or 
usage, a presentment through the Post Office is sufficient. Presenta- 
tion for payment is not necessary in order to make an acceptor 
liable. 

Delay in presentment for payment is excused when the delay 
is caused by circumstances beyond the control of the holder of 
the bill. Presentment is excused where the drawee is a fictitious 
person, by express or implied waiver, and where, after the exercise 
of reasonable diligence, presentment cannot be effected. The fact 
that the holder has reason to believe that the bill will, on present- 
ment, be dishonoured, does not dispense with the necessity for 
presentment. 

Dishonour by Non-Payment. A bill is dishonoured by non-pay- 
ment [a) when it is duly presented for payment and payment is 
refused or cannot be obtained, or (b) when presentment is excused 
by the Act and the bill is overdue and unpaid. When a bill is 
dishonoured by non-payment, an immediate right of recourse 
against the drawer and endorsers accrues to the holder. When a 
bill is dishonoured by non-acceptance or non-payment, notice of 
dishonour must be given to the drawer and each endorser, or they 
will be discharged from their obligations. The notice may be given 
in writing or by personal communication. The return of a dis- 
honoured bill to the drawer or an endorser is, in point of form, 
deemed a sufficient notice of dishonour. Notice must be given 
immediately after dishonour or within a reasonable time. Each 
party who receives notice of dishonour is allowed reasonable time 
to give notice to antecedent parties to the bill. Where a notice 
of dishonour is duly addressed and posted, the sender is deemed 
to have given due notice of dishonour, notwithstanding any mis- 
carriage by the Post Office. 

Noting and Protest of Bill. Where an inland bill has been dis- 
honoured, it may, if the holder think fit, be noted for non-accept- 
ance or non-payment as the case may be ; but noting is not legally 
necessary to preserve the holder's rights against the drawer and 
endorsers. It is often done, however, in order to prevent any 
subsequent dispute as to the dishonour. A bill which has been 
protested for non-acceptance may be subsequently protested for 
non-payment. Provided a bill is duly noted on the day of its dis- 
honour, or on the next succeeding business day, the protest may be 
extended subsequently as of the same date as the noting. A bill 
must be protested at the place where it is dishonoured, unless it ha£ 
been presented through the Post Office, when it may be protested 
at the place to which it is returned by post. Where the acceptor 
of a bill becomes bankrupt or insolvent or suspends payment before 
it matures, the holder may cause the bill to be protested for better 
security against the drawer and endorsers. 
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Notary Public. This is a public officer whose duty is to certify 
deeds and other documents. The word “ notary " is derived from 
the Latin notartus a writer. The duties of a notary also include 
the presentation of dishonoured bills of exchange, and noting their 
non-acceptance or non-payment and afterwards protesting them if 
necessary. 

Noting Charges. These are the notary's fees for re-presenting 
the bill, recording and certifying its dishonour, and, if required, 
drawing up the protest. When dishonoured bills are noted, the 
noting charges must be paid by the holder of the bill, who is entitled 
to recover them from the acceptor or from the person from whom 
he received the bill. The notary makes a copy of the bill in his 
register, and then writes on the bill itself the date, his charges, 
the letter or folio of his register, and lastly his initials. He, or his 
clerk, then re-presents the bill for acceptance, or payment, as the 
case may be. If it is dishonoured again, he gums on to the bill 
a small ticket or label containing his charges and the reason given 
for dishonour. The following is an example — 

NOTING TICKET 



PETER BROWN & Co., 
Notaries, 

6 ABBEY LANE, E.C. 
NOTING CHARGES, 7s. 6 d. 
Refer to Acceptor 



Other reasons given might be “ No Orders," " No Advice," " No 
Effects," " No Instructions," or “ No Funds." 

When Noting or Protest is Necessary. Noting or protest is abso- 
lutely necessary in the following cases — 

1. Before a bill can be presented for payment to a referee in 
case of need. 

2. Prior to an acceptance or payment for honour. 

3. On dishonour of a bill by an acceptor for honour. 

4. In the case of non-acceptance or non-payment of foreign 
bills. 

Protest. This is the formal declaration in writing made by the 
notary public against the non-acceptor or non-payer of a bill of 
exchange. A Protest must contain a copy of the bill, and must be 
signed by the notary making it, and must specify — 

(a) The person at whose request the bill is protested ; 

(b) The place and date of protest, the cause or reason for protest- 
ing the bill, the demand made, and the answer given, if any, or the 
fact that the drawee or acceptor could not be found. 
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It is not necessary to protest a bill in order to make th* acceptor 
liable. 

Where a dishonoured bill or note is authorized or required to be 
protested, and the services of a notary cannot be obtained at the 
place where the bill is dishonoured, any householder or substantial 
resident may, in the presence of two witnesses, give a certificate 
signed by them, attesting the dishonour of the bill, and the certifi- 
cate operates as if it were a formal protest of the bill. 

Damages on Dishonour. Where a bill is dishonoured, the 
measure of damages, deemed to be liquidated damages, is as 
follows — 

1. The holder may recover from any party liable on the bill, and 
the drawer who has been compelled to pay the bill may recover 
from the acceptor, and an endorser who has been compelled to pay 
the bill may recover from the acceptor or from the drawer, or from 
a prior endorser — 

(а) The amount of the bill ; 

(б) Interest thereon from the time of presentment for payment 
if the bill is payable on demand, and from the maturity of the bill 
in any other case ; 

(c) The expenses of noting, or, when protest is necessary, and the 
protest has been extended, the expenses of protest. 

Holder in Due Course. A holder in due course is a holder who 
has taken a bill, complete And regular on the face of it, under the 
following conditions, namely — 

(a) That he became the holder of it before it was overdue, and 
without notice that it had been previously dishonoured, if such 
was the fact. 

(b) That he took the bill in good faith and for value, and that at 
the time the bill was negotiated to him he had no notice of any 
defect in the title of the person who negotiated it. 

Every holder of a bill is prima facie deemed to be a holder in due 
course. 

Duty of Holder. Where the holder of a bill presents it for pay- 
ment, he must exhibit the bill to the person from whom he demands 
payment, and when a bill is paid in legal tender the holder must 
forthwith deliver it up to the party paying it. 

Acceptance for Honour supra Protest. Where a bill of exchange 
has been protested for dishonour by non-acceptance, or protested 
for better security, and is not overdue, any person, not being a 
party already liable thereon, may, with the consent of the holder, 
intervene and accept the bill supra protest, for the honour of any 
party liable thereon, or for the honour of the person for whose 
account the bill is drawn. A bill may be accepted for honour for 
part only of the sum for which it is drawn. An acceptance for 
honour supra protest, in order to be valid, must (a) be written on 




90 



ADVANCED ACCOUNTS 



the bill, and indicate that it is an acceptance for honour, (6) be 
signed by the acceptor for honour. 

Example — 

Accepted supra protest, or Accepted for the honour and account 

of (drawer or endorser) with £ s d. noting 

charges and expenses. 

M. Collado. 

Where an acceptance for honour does not expressly state for 
whose honour it is made, it is deemed to be an acceptance for the 
honour of the drawer. Where a bill payable after sight is accepted 
for honour, its maturity is calculated from the date of the noting 
for non-acceptance, and not from the date of the acceptance for 
honour. 

Where a dishonoured bill has been accepted for honour supra 
protest, or contains a referee in case of need, it must be protested 
for non-payment by the drawee (if he refuses payment on presenta- 
tion of the bill to him) before it is presented for payment to the 
acceptor for honour, or referee in case of need. When a bill of 
exchange is dishonoured by the acceptor for honour, it must be 
protested for non-payment by him. 

Payment for Honour supra Protest. Where a bill has been pro- 
tested for non-payment, any person may intervene and pay it 
supra protest for the honour of any pafty liable thereon, or for the 
honour of the person for whose account the bill is drawn. Payment 
for honour supra protest, in order to operate as such and not as 
a mere voluntary payment, must be attested by a notarial act of 
honour which may be appended to the protest or form an extension 
of it. 

Alteration of Bill. Where a bill or acceptance is materially 
altered without the assent of all parties liable on the bill, the bill 
is avoided except as against a party who has himself made, author- 
ized, or assented to the alteration, and subsequent endorsers. In 
particular the following alterations are material, namely, any altera- 
tion of the date, the sum payable, the time of payment, the place 
of payment, and where a bill has been accepted generally, the addi- 
tion of a place of payment without the acceptor's assent. Altera- 
tions on a bill should, therefore, be initialled by all parties to the 
bill. 

Lost Bill. Where a bill has been lost before it is overdue, the 
person who was the holder of it may apply to the drawer for another 
bill of the same tenor, giving security to the drawer if required to 
indemnify him against all persons whatever in case the bill alleged 
to have been lost is found again. If the drawer, on request, refuses 
to give such duplicate bill, he may be compelled to do so. 

Forgery. No title to a bill can be made through forgery. A 
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transferee acquires no rights through a bill which bears a forged 
signature of either drawer, acceptor, or endorser, even though he 
had no knowledge of the forgery. He can, however, demand repay- 
ment of the amount he has paid for the bill from his transferor. 

Discharge of Bill. A bill is discharged, i.e. all rights of action 
on it extinguished, by payment in due course by or on behalf of 
the drawee or acceptor. “ Payment in due course ” means pay- 
ment made in legal tender at or after the maturity of the bill to the 
holder thereof in good faith and without notice that his title to the 
bill is defective. If a cheque is tendered in payment of a bill, the 
bill will be retained until the cheque is met as cheques are not 
legal tender. Payment by the acceptor before maturity does not 
discharge the bill, and the acceptor may re-issue it. Payment by 
the drawer or an endorser does not discharge a bill. Where a bill 
payable to, or to the order of, a third party is paid by the drawer, 
the drawer may enforce payment thereof against the acceptor, but 
may not re-issue the bill. Where a bill is paid by an endorser, 
or where a bill payable to drawer’s order is paid by the drawer, the 
party paying it is remitted to his former rights as regards the acceptor 
or antecedent parties, and he may, if he thinks fit, strike out his 
own and subsequent endorsements, and re-issue the bill. When the 
acceptor of a bill is or becomes the holder of it at or after its matur- 
ity, in his own right, the bill is discharged. When the holder of a bill 
at or after its maturity, by express waiver in writing, or by delivering 
up the bill to the acceptor, absolutely and unconditionally renounces 
his rights against the acceptor the bill is discharged. Where a bill 
is intentionally cancelled by the holder or his agent, and the can- 
cellation is apparent thereon, the bill is discharged. 

Moratorium. This term, which is a Latin word derived from 
morari = to delay, denotes a legal authorization to delay for a 
stated time the payment of certain specified debts or obligations. 

The promulgation of a moratorium is to allow debtors on bills 
of exchange, particularly firms who are unable to obtain payment 
from foreign debtors, time to collect the necessary funds to meet 
their own obligations, and thus save themselves from bankruptcy. 

ACCOMMODATION BILLS 

Definition. An Accommodation Bill is a bill put into circulation 
in order to raise money on it by the process of discounting. It 
differs from an ordinary trade bill in that no value has been received 
for it. Accommodation Bills are also known as “fictitious bills/' 
" kites/' and “ windmills." 

Method of Procedure. Bills may be drawn for the accommodation 
of either drawer or acceptor, or for the mutual accommodation of 
both. The discount charges are borne by the party or parties 
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receiving the proceeds of the bill. The party accommodated 
engages — 

(a) to provide funds for the payment of the bill at maturity ; 

(b) to indemnify the accommodating party should the latter 

be compelled to pay the bill. 

Discharge of BUI. Where an accommodation bill is paid in due 
course by the party accommodated the bill is discharged. Unlike 
a trade bill, the principal debtor is not necessarily the acceptor, 
but the party accommodated. 

Before proceeding to the subject of Foreign Bills it is proposed 
to deal with bill transactions that seem the fruitful source of diffi- 
culty to the generality of students. 

BILL OF EXCHANGE TRANSACTIONS 

Transactions in bills of exchange beyond the elementary stage 
seem a source of anxiety and difficulty to the student when attempt- 
ing to provide the necessary book-keeping records therefor. 

The cause of failure on bill transactions proceeds from a method 
of dealing with them in an attempt to follow their many bearings 
“as a whole." The viewpoints of the parties to the transactions 
seem to converge, and the student becomes unable to decide quite 
which set of entries belong to which party. 

This dilemma seems to arise more particularly when transactions 
relating to accommodation bills are being dealt with. 

Practical problems of this kind are best dealt with a step at 
a time. The student must determine whose books shall be first 
dealt with, following upon which the relevant transactions will be 
extracted, and then it will be seen that a clear grasp of certain facts 
has resulted. Perhaps two examples of transactions in accommoda- 
tion bills will more clearly explain the " piecemeal " method of 
handling such transactions. 

Example x. On 1st January A draws on B for his personal 
accommodation a bill at three months for £200 which he immediately 
discounts with his banker. The banker charges 5 per cent. On 
maturity, A honours his obligation to B by a cheque, with which 
B meets the bill. Show the entries in the books of both parties. 

Method of Procedure and Solution. It must first be determined 
“ whose books shall be prepared first — A's or B's " The wavering 
between A's viewpoint and B's viewpoint will lead to disaster and 
must be avoided. Take A's standpoint, and the transactions he is 
concerned with will readily emerge ; they are as follows — 

1. A draws on B. 

2. A discounts B's acceptance, being charged discount at 5 per 
cent. 

3. A remits cheque to B. 
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The accounts will be as under — 

A's LEDGER 

Dr. BILLS RECEIVABLE ACCOUNT Cr. 



19 — 
Jan. 1 


ToB 


1 


200 


t. 


d. 


19— 
Jan. 1 


By Bank . 




£ 

200 


f. 


d. 


Dr. 


B’s ACCOUNT 


Cr. 


19— 
Apr. 4 


To Bank . 




£ 

200 


s. 


d. 


19— 
Jan. 1 


By Bills Receiv- 
able 


1 


£ 

200 


f. 


d. 



Dr. BANKERS’ DISCOUNT ACCOUNT Cr. 



10— 
Jan. 1 


To Bank • • 


1 




| 


D 


■ 


■■ 


1 


■ 


1 


1 


Dr. 






BANK ACCOUNT 




Cr. 


19— 




■ 




n 


n 


19 — 




■ 






■ 


Jan. 1« 


To Bills Receiv- 


■ 






H 


Jan. 1 


By Discount 


B 










able 


B 


200 


© 






Charges . 


B 


2 




- 








■ 


■ 


■ 


Apr. 4 


„ B . . 


■ 


200 


1 





The entries in the Bank Account agree with the method of entry 
as shown in the Bank Pass Book. An alternative method is to 
utilize the discount column on the debit side, and extend the net 
amount of the bill in the bank column, so — 



Dr. CASH BOOK 



Date 


Particulars 


Fo. 


Discount 


Bank 


19.. 




■ 


£ 


H 


H 




5. 


d. 


Jan. 1 


To Bills Receivable. 


1 


2 


10 




197 


10 





Note. The discount is calculated on the “ period '' the bill has to 
run, and not as a percentage on the amount as for cash discount. 

Now that A's books have been prepared it is a simple matter to 
deal with the transactions as they affect B. B is concerned with 
the following transactions — 

1. Accepts A's draft. 

2. Receives £200 from A. 

3. Honours his acceptance. 
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The following are the accounts he will prepare — 

B’s LEDGER 

Dr. A’s ACCOUNT Cr. 



19— 
Jan. 1 


To Bills payable 


l 


£ 

200 


B 


B 


19— 
Apr. 4 


By Bank • . 


l 


200 


l. 


d. 


Dr. 




BILLS PAYABLE ACCOUNT 




Cr. 


19— 
Apr. 4 


To Bank 


l 


200 


B 


B 


19 — 
Jan. 1 


By A . f 


B 


200 


«. 


d. 


Dr. 






BANK ACCOUNT 




Cr. 


19— 
Apr. 4 


To A 


l 


200 


i. 


d. 


19— 
Apr. 4 


By Bills payable 




2&> 


B 


B 



Example-. 2. On 1st January A and B draw on each other at 
three months for £200. They discount each other's bills, the banker's 
discount charges being 5 per cent per annum. On the due date of 
the bills each meets his own acceptance. Show the accounts in the 
books of both parties. 

Method of Procedure and Solution. As in the first example, 
“ whose books shall be prepared first? " Take A's viewpoint, and 
the transactions develop in the following order — 

1. A draws on B. 

2. A accepts B's draft. 

3. Discounts B's acceptance. 

4. Honours own acceptance. 

A's ledger will show the following accounts — 

A's LEDGER 



Dr. B’s ACCOUNT Cr. 



19— 
Jan. 1 


To Bills payable 




200 


«. 


d. 


19— 
Jan. 1 


By Bills Receiv- 
able 




£ 

200 


s. 


d. 


Dr. 




BILLS RECEIVABLE ACCOUNT 




Cr. 


19— 








H 


d. 


19— 






£ 


s. 


d. 


Jan. 1 


ToB 






■ 




Jan. 1 


By Bank . . 




200 
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Dr. BILLS PAYABLE ACCOUNT Cr. 







■ 


# c 


H 


H 


19— 




■ 


m 


H 


■ 






1 


200 


ft 


1 


Jan. 1 


By B 


1 


E 


H 


■ 


Dr. 




BANKERS’ 


DISCOUNT ACCOUNT 




Cr. 


19— 




■ 


£ 


M 


H 


m 




■ 


■ 


u 


■ 


Jan. 1 


To Bank . 


1 


2 




■ 


II 




1 


■ 


1 


1 


Dr. 






BANK ACCOUNT 




Cr. 


19— 






£ 


t. 


d. 


19— 






£ 


». 


d. 


Jan. 1 


To Bills Receiv- 










Jan. 1 


By Discount 












able 




200 


— 


— 




Charges . 




2 


10 


- 














Apr. 4 


„ Bills payable 




200 







Having established the position of A in regard to the question, 
it remains now to indicate the transactions as they affect B ; they 
are as follows — 

1 . B draws on A. 

2. B accepts A's draft. 

3. Discounts A's acceptance. 

4. Honours own acceptance. 

As will be seen, the accounts B will raise are parallel with those 
of A, except for the personal account, and it is, therefore, deemed 
unnecessary to draft B's ledger. 

A point, however, that must be emphasized is that A's and B’s 
accounts are viewed as being separately prepared, and from different 
angles. For instance, “ A drawing on B ” is, in A’s books, repre- 
sented by two accounts, namely, (1) “ B ” and (2) “ BiUs Receiv- 
able ” ; whereas in B's books the same transaction is recorded in 
accounts named 44 A ” and 44 Bills payable ” respectively. By a 
strict apphcation of the method outhned above it is thought the 
student will acquire a clearer grasp of matters concerning bill 
transactions. 

Dishonour. Questions on dishonoured bills are again the occasion 
of difficulty to students, and it would seem due to an attempt to ‘ 
focus the position of all those concerned with the negotiation of 
the bill to date of dishonour when determining what book-keeping 
records are necessary. It is now proposed to deal with an example 
of this kind of question. 

Question. J failed to honour his acceptance to A of Bill No. 
14 for £200 on the due date. The Noting Charges were 5s. 
Show the necessary book-keeping records in connection therewith. 
There are several circumstances under which dishonour may arise ; 
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state these, and express the “ records ” applicable to the different 
circumstances of dishonour. 

Method of Procedure and Solution. It is ’necessary to be quite 
clear that the books wherein the records will be made are those 
of the " drawer." Avoid speculating as to the relation of any of 
the other parties to the bill the subject of dishonour at this point. 
First then, all the book-keeping entries are viewed from the drawer's 
position. The next step is to put down in order the circumstances 
under which J's acceptance may be dishonoured, which are as 
follows — 

1. The bill still in the hands of the drawer. 

2. The bill has been since discounted with the banker. 

3. The bill has been handed to the banker for collection. 

4. The bill has been previously endorsed over to a creditor. 

Now the position is clear for proceeding to make the book-keeping 
records required by the terms of the question. Before preparing the 
books, it may be stated that the subsidiary books only need be pre- 
pared when answering this type of question — unless specific instruc- 
tions for complete workings are given as a part of the question 

1. On dishonour when the bill is still in the hands of the drawer. 

A’s BOOKS 



JOURNAL Dr. Cr. 





■ 


L 


B 


1 


i 


B 


9 


J 




200 




E 




E 


f 


To Bills Receivable . 








fl 


mum 


E 




Cancellation of bill No. 14. 


■ 




1 


1 


H 


1 


1 



The Noting charges will be the subject of a Cash Book entry as 
under — 



CASH BOOK (Payments Side) Cr. 





■ 


Office 




■ 


£ 


fl 


o 


By J (noting charges on dishonour) • 


■ 




1 


1 



2. On dishonour when the bill has since been discounted with 
banker; and 

3. On dishonour when the bill has been sent to the banker for 
collection. 
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CASH BOOK (Bank Account) Cr. 







■ 


£ 


1 


g 




By J (Dishonoured Bill and noting charges) 


■ 


200 


1 





Should the “ drawer ” and not the banker get the bill noted, then 
the “ Office column ” would show 5s. for noting charges, and the 
“ bank column ” would show £200 — the amount of the bill. 

4. On dishonour when the bill has been endorsed over to a 
creditor. 



JOURNAL Dr. Cr, 





■ 


£ 


H 


1 


L 


1 


J Dr. 


■ 


200 


5 








To A. Creditor .... 














For amount of bill and noting charges. 


1 






I 







After dishonour it is frequently the case that bills are renewed, 
i.e. the existing bill is cancelled, as mentioned above, and a new 
one is made out for the whole or part of the amount owing and 
including interest. The book-keeping entries necessary are — 



(1) Bills Receivable. 


(2) For Bills Payable. 


Journal 

T Dr. 

To Bills Receivable 
Cancellation of bill. 


Journal 

Bills Payable Dr. 

ToM 

Cancellation of bill. 


T Dr. 

To Interest 

Interest charged for extended period 
of credit. 


Interest Dr. 

ToM 

Interest charged for extended period 
of credit. 


Bills Receivable Dr. 

ToT 

For new bill, including interest. 


M Dr. 

To Bills Payable 
For new bill, including interest. 


Interest on bills receivable is a Gain. 


Interest on bills payable is a Loss. 



4— (B. 1405) 
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Further Case. In exercise work on bills it is not unusual to meet 
with this transaction, “ Endorsed B’s acceptance over to Q in 
consideration of which Q credited my account with £195 ; the bill 
was drawn for £200." This transaction includes a charge for 
interest on the tenor of the bill. Students should attempt to take 
up the practical standpoint. It is obvious that Q must charge for 
the period he has to wait before he can encash B’s acceptance 
(assuming he waits till date of maturity). Hence, the book-keeping 
records will be as under — 



JOURNAL Dr . Cr. 





■ 


f, 


$. 


d. 


i 


s. 


d. 


^ To Bills Receivable . 
Endorsement of B's acceptance. 


I 


200 






200 




| 


Interest ..... 




5 


_ 


_ 




I 




To Q 

Interest charged on unexpired term 


I 








5 


E 


E 


of bill (loss). 


■ 










1 


1 



On pages 195 and 196 are shown many bill transactions, the 
entries for which students are advised to trace in the model working 
which follows. 



FOREIGN BILLS 

Definition. According to Section 4 of the Bills of Exchange Act 
a " foreign " bill is any other bill which does not come within the 
definition of an inland bill. It is generally defined as " a bill 
drawn in one country but payable in another." Foreign bills are 
usually drawn in sets of three, called “ vias," and generally contain 
the phrase “ value received " or “ value in account." Each via is 



London, 

Exchange for £800. 21 Jan., 19.. 

Thirty days after sight pay this First of Exchange 
(Second and Third of the same date and tenor unpaid) 
to Messrs. Carpentier et Cie, or order, eight hundred 
pounds, value in account. 

J. Rowell. 

To Messrs. Hachette Frdres, 

Lyons. 
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numbered and stipulates that it is to be paid only if the other two 
vias are unpaid. To minimize the risk of loss, and to avert the delay 
arising therefrom, the three forms are dispatched at different times, 
i.e. by different mail steamers. 

Documentary Bills. These are foreign bills having certain docu- 
ments attached. 

Clean Bills. These are foreign bills having no documents 
attached. 

Form of Bill. There is no particular form of bill required by the 
Act. On page 98 is a specimen in common use. 

Sum Payable. In addition to the cases mentioned under Inland 
Bills, the sum payable by a bill is a sum certain within the meaning 
of the Act, although it is required to be paid — 

According to an indicated rate of exchange, or according to a 
rate of exchange to be ascertained as directed by the bill. 

The sum for which a foreign bill is drawn is often stated in the 
currency of the country where it is payable. Where a bill is drawn 
out of, but payable in, the United Kingdom, and the sum pay- 
able is not expressed in the currency of the United Kingdom, the 
amount in the absence of some express stipulation, is calculated 
according to the rate of exchange for sight drafts at the place of 
payment on the day the bill is payable. 

Bill in a Set. Where a bill is drawn in a set, each part of the set 
being numbered, and containing a reference to the other parts, 
the whole of the parts constitute one bill. The acceptance may be 
written on any part, and it must be written on one part only. Any 
person who accepts, or any person who endorses, more than one part 
will be liable on the said parts as if they were separate bills. With 
these exceptions, where any one part of a bill drawn in a set is 
discharged by payment or otherwise, the whole bill is discharged. 

Sola. This term, or " Sola Draft/' " Sola of Exchange," appear- 
ing on a bill of exchange means that it is the sole or only bill, i.e. 
that the bill has not been drawn in a set. With near countries, 
nowadays, one copy, or a first and second of exchange, are often 
deemed sufficient, as the mail service is more regular and reliable 
than in former times. 

Foreign Bills Drawn in Sterling. The custom has long prevailed 
amongst English merchants of drawing on their foreign customers 
in the home currency instead of in the currency of the country 
where the bill is payable, and of stipulating that the bill shall be 
paid at the rate of exchange ruling on the day of the first London 
endorsement. For example (page 100). 

When the bill is sold the endorsement would be similar to the 
following — 

Pay T. Ruelli & Co., or Order, at the exchange of 25 lire and 66 
centesimi for £1 sterling. 
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£2 27 16s, lid. 



Liverpool, 

15 Sept., 19.. 



Three months after date pay this First of Exchange 
(second and third same date and tenor unpaid) to 
Signor F. Spraghetti, or order, the sum of two hundred 
and twenty-seven pounds sixteen shillings and eleven- 
pence, at the rate of exchange as per first London 
endorsement, value received, and charge to account as 
per advice. 

Rogers & Son. 



To Signori Bellami & Cia, 
Genoa. 



The buyer, i.e. the London banker or broker, will write the rate 
of exchange and the currency amount on the bill underneath the 
sterling figures; and this information will be sent by the drawer 
to the drawee, so that the latter may verify the exchange and know 
what amount he will eventually have to pay. The great advantage 
of this method to the drawer is that he obtains the cash for the full 
amount of his invoice, and thereby obviates the risk of loss in 
Exchange. The custom seems to have originated from the violent 
fluctuations of Exchange in time of war or panic, and the consequent 
desire of the drawer to protect himself against the resultant loss. 
The foreign merchant thus bears the loss arising from Exchange; 
for no matter how low Exchange falls, he must provide a 
sufficient amount of the foreign currency to purchase a bill for the 
required sterling sum. At the same time, however, he stands 
a chance, should the rates be favourable, of making a profit on 
Exchange. 

Stamp Duty. On bills drawn in the United Kingdom and pay- 
able abroad, and on bills drawn abroad and payable in the United 
Kingdom, the stamp duty is the same as for inland bills. Foreign 
bills both drawn and expressed to be payable out of the United 
Kingdom, but which are actually paid, endorsed, or negotiated in 
the United Kingdom, are stamped as follows— 

Up to £50, like an inland bill. 

Exceeding £50, but not exceeding £100, 6d. 

,. £100, 6d. for every £100 or fraction of a £100. 

When foreign bills are payable on demand, or within three 
days after date or sight, a postage stamp may be used ; in other 
cases, a proper adhesive foreign bill stamp must be affixed and 
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properly cancelled by the first person dealing with the bill. A 
foreign bill (as described in this paragraph) need not be stamped 
before it is issued, but it must be stamped before it is negotiated 
in the British Isles. If the bill is drawn in foreign currency the 
amount, for the purpose of stamp duty, is calculated according 
to the rate of exchange mentioned in the bill; or if no rate is 
mentioned, then it is calculated according to the rate of exchange 
current on the date of the bill. Stamps required by the laws of 
foreign countries are usually affixed by the foreign customer and 
debited to the account of the English merchant. 



Example. 



Marseille, 
le 20 juin, 




19.. 

A soixante 
cette Premiere 
Troisi^me ne 
Louis P. Corneille 
francs, valeur 
passerez k mon 



05 +> ^ 

trs sh 
AS §2 

£ O .2 

3 3 § 

8 



A. M. Leon Tulle, 
a X. 



No. 1726. Au besoin chez M.M.B. et Cie. 



Bon pour Francs 5,000. 



jours de vue payez contre 
de Change (Seconde et 
l'etant) k l'ordre de Monsieur 
la somme de cinq mille 
re£ue en marchandises, que 
compte suivant avis. 



P. Loubet. 




For the purposes of the Bills of Exchange Act, bills drawn in 
the Channel Islands and the Isle of Man are inland bills; yet, for 
the purposes of the Stamp Act, these bills are foreign bills and 
require, not the impressed inland revenue stamp, but the adhesive 
foreign bill stamp. 

Assuming the above bills, drawn and payable abroad, to be actu- 
ally paid, endorsed, or negotiated in the United Kingdom, they 
must be stamped with foreign adhesive bill stamps for Is. and Is. 6d. 
respectively. 

Usance. It is customary for foreign bills to be made payable at 
one or more " usances,” i.e. time of payment as fixed by custom. 
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For instance, the usance between London and New York is sixty 
days after sight, between London and Bombay thirty days after 
sight (30 d/s.)* Double usance means double the usual time, and 
so on. The usance prevailing between any two countries depends 
upon {a) the distance apart, (b) the means and facilities for com- 
munication, (c) the nature of the mercantile transactions. 

After Sight. Foreign bills are generally drawn payable at so 
many days “ after sight/' This ensures the drawee having the benefit 
of the full period of time, and not losing, as when bills are drawn 
in months, one day in April, June, September, and November, 
and three days in February. The acceptor of such bills must, there- 
fofe, sight or date his acceptance, as the time for maturity begins 
to run from the date of such acceptance and not from the date on 
which the bill was drawn. The following is an example of a foreign 
bill duly sighted — 



Exchange for $4,000. 



At sixty days' 
change (Second 
and tenor un- 
James Retrop 
dollars, value 
to account as 

To Messrs. A B & Co. 

New York. 




London, 

21 Jan., 19.. 

sight pay this First of Ex- 
and Third of same date 
paid) to the order of Mr. 
the sum* of four thousand 
received, and place 
advised. 



R. Braby. 



Days of Grace. These are almost non-existent in foreign coun- 
tries ; there are no days of grace in France, Italy, Russia, Holland, 
Belgium, Norway, Sweden, Denmark, or in New York State. 
Foreign bills payable in this country, however, get the benefit of 
the three days of grace. 

How Foreign Bills are Dealt With. Unless the foreign country 
happens to be a very near one, foreign bills are not sent for accept- 
ance and return as in the case of inland bills. If the drawer has 
both a debtor and a creditor in the foreign country he will draw 
the bill on the debtor payable to the creditor. The latter will then 
obtain the drawee's acceptance and credit the amount of the bill 
to the account of the drawer. If the drawer has no creditor in the 
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country where the bill is payable, he will draw the bill payable to 
his own order, endorse it, and discount it with his banker, who will 
no doubt have a branch, agent, or correspondent in the country 
where the bill is payable. Or, if he himself is of good financial 
standing, he may elect to dispose of it to the bill brokers and foreign 
bankers, who meet on Tuesdays and Thursdays at the Royal 
Exchange, London, for the purpose of buying and selling foreign 
bills. 

Noting and Protest. Where a foreign bill has been dishonoured 
by non-acceptance, it must be duly protested for non-acceptance ; 
and where such a bill, which has not been previously dishonoured 
by non-acceptance, is dishonoured by non-payment, it must be duly 
protested for non-payment ; otherwise, the drawer and endorsers are 
discharged. The noting and protest is the only recognized evidence 
of dishonour in many foreign courts. 

Damages on Dishonour. In the case of a bill which has been 
dishonoured abroad, in lieu of the usual damages (mentioned 
under Inland Bills), the holder may recover from the drawer or an 
endorser, and the drawer or an endorser who has been compelled 
to pay the bill may recover from any party liable to him, the 
amount of the re-exchange, with interest thereon until the time of 
payment. 

Re-exchange. This is the loss resulting from the dishonour of a 
bill in a country different from that in which it was drawn or 
endorsed. The re-exchange is ascertained by proof of the sum for 
which a bill at sight must be drawn in order to realize, at the place 
of dishonour, the amount of the dishonoured bill and the expenses 
consequent upon dishonour. The latter comprise the expenses of 
protest, postage, commission, brokerage, and the cost of the stamp 
when a re-draft is necessary. 

Conflict of Laws. Where a bill drawn in one country is negotiated, 
accepted, or payable in another — 

(a) The validity of the bill as regards requisites in form is deter- 
mined by the law of the place of issue, and as regards the super- 
vening contracts, such as drawing, endorsement, acceptance, or 
acceptance supra protest, by the law of the place where such con- 
tract was made. 

(b) The duties of the holder with respect to presentment for 
acceptance or payment, and with respect to notice of dishonour, 
protest, etc., are determined by the law of the place where the act 
is done or the bill dishonoured. 

(c) The due date of the bill is determined according to the law 

of the place where it is payable. * 

Differences between Inland and Foreign Bills. These may be 
summed up as follows — 

1. An inland bill must be written on duly stamped paper (except 
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where the duty is only 2d.). A foreign bill can be issued before being 
stamped. 

2. A foreign bill is usually made payable at one or more 
usances. Inland bills are drawn payable at any period the drawer 
chooses. 

3. A foreign bill, if dishonoured, must be duly noted and a pro- 
test drawn up. With inland bills noting and protest are optional 
(except in cases of acceptance and payment for honour). 

4. Foreign bills are usually drawn in sets ; inland bills are drawn 
singly. 



DOCUMENTARY BILLS 

Definition. A Documentary Bill is a foreign bill having certain 
“ documents of title ” attached. The documents are usually the 
invoice of the goods, the bill of lading, insurance policy, and, some- 
times, a letter of hypothecation. 

Nature and Use of Documents Attached. Foreign bills, especially 
those relating to shipping orders and consignments, are discounted 
or sold before they are accepted. The banker is thus taking a 
considerable risk, and seeks to protect himself by obtaining posses- 
sion of the relative shipping documents. The invoice is required in 
order to identify the goods, and must be produced to the customs 
officials at the port of delivery. The bill of lading, duly endorsed, 
gives the banker a title to the goods; and the shipping company 
will deliver only in exchange for the bill of lading. The insurance 
policy, duly endorsed, is the banker's security for indemnity in case 
the goods are lost owing to the perils of the sea. The letter of 
hypothecation pledges the goods as security for the payment of the 
bill, by giving the banker the right, in the event of the bill being 
dishonoured by non-acceptance or non-payment, to dispose of the 
goods and to charge any deficiency to the drawer. Documentary 
bills are also bought and sold by bill brokers. They form a con- 
venient means of settling debts in the countries where the bills 
are payable, the documents attached affording security to the 
purchaser. 

Letter of Hypothecation. On page 105 is a specimen. 

Letters of Hypothecation are seldom used nowadays, the banker 
referring, on dishonour, to the drawer for instructions, repayment of 
bill, and disposal of goods. This is more particularly the case where 
the drawer keeps a substantial current account with the bank 
concerned. 

Method of Procedure. The banker having discounted the bill, or 
made the required advance, generally 80 to 90 per cent less charges, 
forwards the bill (the first copy being duly stamped), together 
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London, 

20 th June, 19.. 

The Safe Bank, Ltd., 

Hill com,. E.C. 

Dear Sirs, 

We enclose herewith bill for £600 at 90 days’ sight drawn by us on 
Messrs. Roberts & Son, Wellington, New Zealand. In consideration 
of your advancing to us on same 80 per cent, namely £480, we hand 
you the following set of shipping documents — 

Invoice for 20 Cases of Goods, value £600, in triplicate ; 

Bill of Lading for above 20 cases marked | R. & Son | 626/57, in 
triplicate ; 

Policy of Marine Insurance for £650, in duplicate. 

Freight on the goods has been paid by us. 

In the event of the said bill being dishonoured, we authorize you to 
sell such goods for our account and at our risk, and to charge us with 
the usual expenses and commission. 

Yours faithfully, 

F. Francis & Co. 



with the original documents attached, to his branch or agent at 
the place of destination of the goods. A second set is sent by 
the next mail, the third set being retained by the banker. When 
the goods arrive they are unshipped and stored in the dock ware- 
houses by the banker’s agent, who calls upon the drawee for accept- 
ance or payment of the bill, in return for which he surrenders the 
documents. Where the drawee is a trader of good financial stand- 
ing, the banker’s agent will release the goods as soon as the bill has 
been accepted; in such cases the bill generally contains the clause 
“ documents attached to be surrendered on acceptance .” In other 
cases, the agent will be instructed to obtain not only acceptance, 
but payment of the bill at maturity, before releasing the goods. 
With some indents (shipping orders from abroad) the bill is drawn 
at such a period, that maturity of the bill will coincide with the 
arrival of the goods. If the customer so desires, he may pay the 
bill by instalments, obtaining in return a corresponding portion 
of the goods. Where the customer wishes to secure possession of 
the whole of the goods before maturity of the bill, in order to take 
advantage of a favourable market, he may retire the bill under 
rebate, that is, a cash discount for the unexpired term of the bill. 
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The banker's charges include, not only commission and cost of 
stamp that may be necessary in the foreign country, but also 
interest from the date of the bill up to maturity. And hence, if 
the bill is paid before the due date, the banker will be quite willing 
to forego the unearned portion of the interest. .Bills drawn in 
sterling, and not in the currency of the country whence they are 
forwarded, are payable at some specified rate of exchange; and, 
in such cases, the banker's charges may be covered by the rate of 
exchange at which he buys the bill. Sometimes, the amount to be 
paid is the amount of the bill, plus interest on it up to the time 
when the remittance in payment reaches London, or other place 
of making the original advance. On receipt of advices that the bill 
has been duly honoured, the banker will pay the remaining 10 or 
20 per cent due on the bill. Documentary bills are used principally 
in the import and export trade, both of which are virtually financed 
by means of these bills under the above-mentioned procedure. 
Inward and outward shipments are also made against bills drawn 
payable at sight, but more usually against bills drawn at ordinary 
usance. 

Examples of Documentary Bills. The following are fair specimens 
of the documentary bills in ordinary use — 



No. 356. London, 

Exchange for £600. 20 th June, 19. . 

Ninety days after sight of this First of Exchange 
(Second and Third of same date and tenor unpaid) pay 
to us or our Order the sum of Six hundred pounds, value 
received against | R. & Son | 626/45 = 20 Cases of 
Goods per ss. Crown Prince, and place to account as 
advised. Shipping documents attached to be surrendered 
on payment. 

To Messrs. Roberts & Son, F. Francis & Co. 

Wellington, 

New Zealand. 




The above bill would be endorsed — 

Pay to the Safe Bank, Ltd,, or Order, 
F. Francis & Co. 
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No. 764. 

Exchange for £450. 



London, 

4th Jan., 19.. 



Sixty days after sight of this First of Exchange 
(Second and Third of same date and tenor unpaid) pay 
to our order the sum of Four hundred and fifty pounds 
sterling, payable at the National Bank of India's drawing 
rate for demand drafts on London, with interest at six 
per cent per annum added thereto from date hereof to 
approximate due date of arrival of the remittance in 
London, value received against | S.S. & ST"| 623/89 ** 15 
bales of Cotton Goods per ss. Queen Maud. Shipping 
documents attached to be surrendered on acceptance. 



To Messrs. Byjamji & Co., 
Bombay. 



S. Seller & Son. 



The above bill would be endorsed by the drawers, thus — 

Pay The National Bank of India , or Order , 

5. Seller & Son. 

PROMISSORY NOTES 

Definition. By the Bills of Exchange Act, 1882, a Promissory 
Note is defined as — 

An unconditional promise in writing made by one person to another signed 
by the maker, engaging to pay, on demand or at a fixed or determinable future 
time, a sum certain in money, to, or to the order of, a specified person or to 
bearer. 

Promissory Notes are used chiefly for loan transactions. Like 
bills of exchange, they are negotiable instruments, and can be 
transferred for value. They are sometimes discounted, and are 
subject to days of grace, unless payable on demand. Promissory 
Notes payable to bearer on demand for a sum greater than £1 and 
less than £ 5 are void in England. 

Form of Note. There is no special statutory form of promissory 
note, but on page 108 is a typical specimen of those in current 
use. 

Stamp Duty. The stamp duty on promissory notes is the same 
as for bills of exchange, except that it is always ad valorem , 
whether the note is payable on demand, or within three days, or 
otherwise. 
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*120. 


London, 




Utjuly, 19.. 






Two months after date I promise to pay to Mr. T. 




Stamp 


Green, or order, the sum of One hundred and twenty 




sy- 


pounds, for value received. 






Y. Yellow. 



Parties to a Note. There are two parties to a promissory 
note — 

(а) Maker, the party who writes out the note, i.e. the debtor. 
In the example given Y. Yellow is the maker. 

(б) Payee, the person to whom the money is payable, i.e. the 
creditor. In the example given T. Green is the payee. 

Kinds of Notes. Promissory notes are of two kinds, inland and 
foreign. 

An Inland Note is one which is, or on the face of it purports to 
be, both made and payable within the British Islands. Any other 
note is a foreign note. 

Difference between Promissory Note and Bill of Exchange. The 
following points of difference should be carefully noted — 

1. A Note is a promise to pay, a Bill is an order to pay. 

2. Bills are often drawn in sets , notes are made singly . 

3. There are three parties to a Bill, but only two to a Note. 

4. A Bill is drawn by the Creditor , a Note is made out by the 
Debtor . 

5. A Bill requires acceptance , a Note does not 

6. Foreign Bills when dishonoured must be protested , foreign 
Notes need not . 

7. A Note payable on demand requires an ad valorem stamp, a 
Bill only a 2d. stamp. 

Joint Notes, Joint and Several Notes. By Section 85 of the Bills 
of Exchange Act— 

(1) A promissory note may be made by two or more makers, and they may 
be liable thereon jointly, or jointly and severally according to its tenor. 

(2) Where a note runs, " I promise to pay/* and is signed by two or more 
persons, it is deemed to be their joint and several note. 

On page 109 is a specimen of a Joint Note. 

To convert the above into a Joint and Several Note it would have 
to be amended to read, " I promise to pay/' or " We and each of 
us promise to pay," or " We jointly and severally promise to pay." 
A Joint and Several Note has a great advantage over a mere Joint 






BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 109 



Note, because it enables the holder to sue the makers not only 
jointly but also individually. 



j£100. London, 

25 th Feb. t 19. . 

Four months after date we promise to pay to Mr. 
R. J. Porters the sum of One hundred pounds, value 
received. 

W. Marshman. 

T. Bayes. 



Note Payable on Demand. Like a bill of exchange a note is pay- 
able on demand- 

fa) Which is expressed to be payable on demand, or at sight, or 
on presentation ; or 

(S) In which no time for payment is expressed. 

Presentment for Payment. Where a promissory note is in the 
body of it made payable at a particular place, it must be presented 
for payment at that particular place in order to render the maker 
liable. In any other case, presentment for payment is not necessary 
in order to render the maker liable. Presentment for payment is 
necessary in order to render an endorser liable. 

Liability of Maker. The maker of a promissory note by making 
it— 

1 . Engage? that he will pay it according to its tenor. 

2. Is precluded from denying to a holder in due course the existence of 
the payee and his then capacity to endorse. 

Promissory Note and Collateral Security. By Section 83 (3) of 
the Act, “ A note is not invalid by reason only that it contains 
also a pledge of collateral security with authority to sell or dispose 
thereof." 

Bills of Exchange Act and Promissory Notes. The provisions of 
the Bills of Exchange Act apply also to promissory notes, with the 
following exceptions — 

(a) Present for acceptance ; (6) Acceptance ; (c) Acceptance supra 
protest ; (d) Bills in a set ; (e) Protest on dishonour. 

In applying the provisions of the Act, the maker of a note is 
deemed to correspond with the acceptor of a bill, and the first 
endorser of a note is deemed to correspond with the drawer of an 
accepted bill payable to drawer's order. 

Foreign Promissory Notes. A Foreign Note is any note that does 
not come within the definition of an Inland Note. On page 110 
is a specimen. 
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E* 3111 ? 1 ®* BILLET A ORDRE 



Paris, 


Bon pour Francs 2,500. 


le 15 Janvier, 19.. 






A deux mois de date je payerai k Monsieur Paul 




Timbre 


Copp6e, ou k son ordre, la somme de francs deux mille 






cinq cents, valeur re 9 u en espdces. 






Louise Peine. 



BANK NOTES 

Definition. These are promissory notes, payable to bearer on 
demand, issued by English, Scotch, and Irish banks. They may be 
re-issued after payment, and usually are, except by the Bank of 
England. 

Right of Issue. The Bank of England now has the monopoly of 
note issue for England and Wales. 

Amounts for which Notes may be Issued. In England and Wales 
notes are now issued for sums £ 5 and upwards, £1, and 10s. These 
£1 and 10s. notes of the Bank of England replaced the Treasury 
notes in 1928. Scottish and Irish notes are issued for sums of £1 
and upwards. 

Bank Notes Negotiable Instruments. Bank of England notes are 
legal tender for all amounts. As they are negotiable instruments 
the holder of a bank note, provided he has taken it bona fide and 
for value, can retain it against everybody, even the lawful owner. 
The bank may have “ stopped payment ” of certain stolen notes, 
but is nevertheless liable to a bona fide holder for value. For greater 
safety, when being sent by post, bank notes can be cut in halves, 
one half being forwarded by one post, and the other by a later one. 
The halves must be pasted together before being presented for pay- 
ment ; but the mutilation does not affect their negotiability. 



BANK DRAFTS 

Definition. Bank drafts are bills of exchange drawn by one 
banker on another. As any person can buy from a banker a draft 
payable in any part of the United Kingdom, or in any country 
abroad, they form a convenient means of remitting money. They 
possess a certain security against fraud, inasmuch as the other 
bank is notified of the amount of the draft. On inland drafts a 
small commission is charged, but with foreign drafts this will be 
covered by the rate of exchange at which they are purchased. 





BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 111 



IOU 

Definition. An IOU is a written memorandum or acknowledg- 
ment of indebtedness. The letters IOU are a contraction for the 
phrase “ I owe you,” the sounds of both being identical. The 
following is an example — 



To Mr. Alfred Brown, 

IOU £30 10s. 6d. 



London, 10 th Jan., 19.. 



William Thorn ycroft. 



Points to be Noted. An IOU does not require a stamp, as it is 
neither a receipt nor an agreement. It should not contain any 
promise or date of repayment, otherwise it would require stamping 
as a promissory note. It is not a negotiable instrument. In a court 
of law it is accepted as evidence only of an account stated between 
the parties mentioned, but not of the amount named. The amount 
is sometimes written in words as well as in figures. 

CHEQUES 

Definition. By the Bills of Exchange Act, 1882 — 

A cheque is a bill of exchange drawn on a banker payable on demand. 

And, with a few exceptions, the provisions of the Act applicable 
to bills of exchange payable on demand apply also to cheques. 

Example. The following is a specimen of a cheque — 



No. 365,907 


| No. 365,907. London, 




6 Jan., 19.. 


| 6th Jan., 19.. 








THE ENGLISH BANK, LIMITED, 


Stamp 






LONDON, E.C. 


2d. 




Retrop <5* Co. 


| Pay to Messrs. Retrop & Co. or Order 






ajc 


i the sum of Seventy-six pounds fifteen 
i shillings and ninepence. 




rendered. 


Arthur J. Brownley. 


£76 . 15 . 9 


£76—15—9 





The form is perforated ready for division into two parts. The 
smaller portion, called the counterfoil, is retained in the cheque book 
for reference. The larger portion, called the cheque, is forwarded 
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to the payee mentioned thereon. In the case of large firms and of 
limited companies, the names of such firms or companies are often 
printed at the top of their cheques. 

Bearer Cheques. A bearer cheque is one payable to bearer, i.e. 
that can be cashed or negotiated without previous endorsement. 

Order Cheques. An order cheque is one payable to a certain 
person's order. It must be endorsed before it can be cashed or 
transferred. The endorsement by the payee turns an order cheque 
into a bearer cheque unless the payee endorses it payable to the 
order of someone else. 

Open Cheques. An open cheque is one that has not been crossed, 
i.e. one that can be cashed over the counter. 

Stale Cheques. A stale cheque is one that has been drawn for 
some time previous to presentation for payment, i.e. one that is 
some months old. 

Alterations on Cheques. All alterations on a cheque must be 
initialed by the drawer. Owing to forgeries in this respect, some 
bankers require full signatures instead of mere initials. Only the 
drawer may alter a cheque from order to bearer, but either the 
holder or drawer may alter a bearer cheque to an order cheque. 
The latter alteration does not require initialing. Where the amount 
expressed in words does not agree with the amount expressed in 
figures, the banker is bound by the words . Many bankers, however, 
return such cheques for correction. 

Post-dated Cheques. These are cheques that bear a date later 
than the current date on which they are drawn. They cannot, 
however, be cashed before the proper date. If they are paid in to 
a bank for collection the banker will return them, unless instructed 
to keep them and treat them as short bills. If a banker inadvert- 
ently pays a post-dated cheque, he must not debit his customer's 
account with the amount before the proper date. Although by 
the Act a cheque " is not invalid by reason only that it is post- 
dated," yet it is doubtful whether a post-dated cheque for an 
amount exceeding £10 is valid, owing to the stamp on it being only 
2d. In book-keeping, post-dated cheques are best entered " short " 
(i.e. the amounts not extended into the money columns) in the 
Cash Book, in order to prevent their being lost sight of; on the 
proper date they can then be re-entered in the usual way. 

Fictitious or Non-existing Payee. Where a cheque is payable to 
a fictitious or non-existing payee, such as a cheque drawn payable 
to Wages, Petty Cash, or Order, it may, by Section 7 of the Bills 
of Exchange Act, 1882, be treated as a cheque payable to bearer, 
that is, as not requiring an endorsement. Some bankers, however, 
request the person drawing the money to sign his name on the 
back of the cheque, while others require the personal signature 
of the drawer of the cheque ; but the majority cash them without 
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any endorsement. It appears that the endorsement of the drawer 
is required by the former on the ground that an " impersonal ” 
payee is not a " fictitious ” payee within the meaning of the Act. 

Crossed Cheques. The provisions of the Bills of Exchange Act 
with reference to the crossing of cheques are found in Section 76 to 
Section 78, and are as follows — 

By Section 76 — 

1. Where a cheque bears across its face an addition of — 

(a) .The words “ and company ” or any abbreviation thereof between 
two parallel transverse lines, either with or without the words " not 
negotiable ” ; or 

(b) Two parallel transverse lines simply, either with or without the 
words " not negotiable ” ; that addition constitutes a crossing, and the 
cheque is crossed generally. 

2. Where a cheque bears across its face an addition of the name of a banker, 
either with or without the words ** not negotiable,” that addition constitutes 
a crossing, and the cheque is crossed specially and to that banker. 

By Section 77 — 

1. A cheque may be crossed generally or specially by the drawer. 

2. Where a cheque is uncrossed, the holder may cross it generally or 
specially. 

3. Where a cheque is crossed generally, the holder may cross it specially. 

4. Where a cheque is crossed generally or specially, the holder may add 
the words " not negotiable.” 

5. Where a cheque is crossed specially, the banker to whom it is crossed 
may again cross it specially to another banker for collection. 

6. Where an uncrossed cheque, or a cheque crossed generally, is sent to a 
banker for collection, he may cross it specially to himself. 

Section 78 enacts — 

A crossing authorized by this Act is a material part of the cheque ; it shall 
not be lawful for any person to obliterate or, except as authorized by this 
Act, to add to or alter the crossing. 

The above provisions apply also to dividend warrants (Section 
95). 

By the Finance Act, 1883, Section 17, the provisions of the Bills 
of Exchange Act as to crossed cheques are also extended to 

. . . any document issued by a customer of any banker, and intended to 
enable any person to obtain payment from such banker of the sum mentioned 
in such document. 

Thus, money orders, postal orders, demand drafts, etc., are gener- 
ally crossed when sent by post or paid into a bank for collection. 
Such documents, however, are not rendered “ negotiable/' 

It should be noted that the words “ and Co.,” or “ not negoti- 
able,” do not alone form a crossing, but are merely additions to 
a crossing ; whereas two parallel transverse lines on a cheque do, in 
themselves, constitute a crossing. 




Under Ten Pounds. 
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Specimens of Crossings, The following are examples of some of 
the commonest crossings — 
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Cancellation of Crossing. Although contrary to the provisions 
of the Act, the crossing of a cheque can be, and often is, cancelled 
by the drawer writing in the crossing the words “ pay cash ." 
Payees who have no banking accounts frequently ask for this to be 
done. Cheques to impersonal payees, such as Salaries and Wages, 
Petty Cash, etc., are sometimes crossed by mistake, and have conse- 
quently to be re-opened. 

Object of Crossing a Cheque. The object of crossing a cheque is 
to prevent its being cashed over the counter by anyone who might 
accidentally or fraudulently obtain possession of it. A crossed cheque 
will not be paid to anyone except a banker; and if the banker's 
name is added in the crossing, then payment will be made only to 
that particular banker. The practice of crossing originated as a 
Clearing House custom, and was eventually recognized by law. 

Not Negotiable. A cheque being a negotiable instrument, any 
bona fide holder can retain it, even though the cheque has been 
lost or stolen. To protect the owner against damage by loss or 
theft, the words " not negotiable " may be written on the cheque 
by the drawer or by any holder. The addition of these words does 
not, therefore, prevent the further transfer of the cheque. 

If the cheque has been found or stolen and passed on to another 
person, the holder's title is defective, even if he has given value 
for it; he can legally be made to restore the cheque to its rightful 
owner. 

It should be noted that the phrase “ not negotiable " applies, 
legally, only to crossed cheques. Other documents could, of course, 
be marked " not negotiable," but it would have no legal effect. 

Account Payee Only. Bankers have been in the habit of ignoring 
this crossing, because it was not found, or provided for, in the Bills 
of Exchange Act. But custom seems likely to prevail, and, as with 
other cases of the lex mercatoria , eventually to graft itself upon the 
law. The object of it is still further to protect the drawer against 
damage should the cheque be lost or stolen. It constitutes a distinct 
notice to a receiving banker that the drawer desires the cheque to 
be placed to the credit of a certain account. And if a banker dis- 
regards this direction, he renders himself liable to an action for 
“ negligence." 

Endorsement of Cheques. Endorsing is the signing of the payee's 
name on the back (Latin, dorsum = back) of the cheque, though 
apparently it is quite legal if the payee signs his name on the front 
of the cheque. Bearer cheques do not require endorsing, though 
endorsements are sometimes obtained, in order to make the trans- 
feror a party to the cheque. All order cheques, however, must be 
endorsed. The payee should sign his name exactly as it is on the 
face of the cheque; but such courtesy titles as Mr., Mrs., Miss, 
Capt., Dr., Esq., etc., may be omitted. Where in a cheque the 
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payee's name has been misspelt, the payee is allowed by the Bills 
of Exchange Act to endorse himself as so described, and to add, 
if he thinks fit, his proper signature, and a bank would require 
the endorsement to be exactly as stated on the face of the 
cheque. 

Endorsements in pencil are quite legal, but would not be accepted 
by the banker owing to the risk of their becoming illegible. Endorse- 
ments made by means of a rubber stamp would not be passed until 
they had been verified by the banker. 

Endorsements per pro . Endorsements are sometimes made per 
procuration , thus— 

per pro. (or p.p.) John Smith, 

Thomas Atkins. 

The full signature is necessary ; the initials “ T.A.” would not 
be passed by the banker. Endorsements per pro. are not accepted 
on dividend warrants. Bankers are entitled to inquire as to the 
extent of the power of procuration, and may ask for confirmation 
of such endorsements. 

Examples of Proper Endorsements. The following examples 
of endorsements necessary in particular cases should be carefully 
noted— 



Paybb 


Endorsbi^bnt 


F. Brown 

(an illiterate person) 


his 

F. x Brown 
mark 

Witness: John Thomas, 

5 Romany Road, 

Southampset 


Robert Bromfield 


Robert Bromfield, or 
R. Bromfield 

(The full Christian name is not 
important so long as the initials 
agree.) 


— . Rufus, Esq. 


F. (or other initial) Rufus 
(The mere surname is not a signature.) 


Mrs. Smith 


Mary (or other Christian name) 
Smith, or M. Smith 


Mrs. Henry Rogers 


Alice Rogers, 

wife of Henry Rogers 


Miss Dorothy Higgins 
(now married) 


Dorothy Retrop or D. Retrop, 
nie Higgins 















BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 



117 



Payee 


Endorsement ' 


The Misses Green 


Florence Green 
Agnes Green 

(both must sign) 


Mr. P. Brown 

(mis-spelling for Browne ) 


P. Brown 

P. Browne 


Arthur Roberts, Senior 


Arthur Roberts, 
or A. Roberts, 
or A. Roberts, Senior 
(Some banks require the word 
“Senior.”) 


Messrs. Smith 


A. & B. Smith, 

or Smith & Son, 
or Smith Bros., 
or Smiths 

(The endorsement must indicate the 
plural) 


The A.B.C. Co., Ltd. 


The A.B.C. Co., Ltd. 
or Per pro The A.B.C. Co., Ltd., 
or For and on Behalf of 

..The A.B.C. Co., Ltd. 
or On Account of The A.B.C. Co., 
Ltd., 

or For The A.B.C. Co., Ltd., 

B. Lilley, 

Secretary. 

(The last endorsement is the most 
usual) 


Y, Young 

(now deceased) 


For Y. Young, 

A. Wallis, 

(Executor or Administrator) 
or For Self & Co., Executors (or 
Administrators) of Y. Young, 
A. Wallis 

(One executor's signature is sufficient) 


The Trustees of Y. Young 


For Y. Young, 

A. Wallis . 

£»• *»*» 
G. Sowerby, ' 

(All the trustees must sign) 


Self 


Signature of Drawer 


The X.Y.Z. Co., Ltd.' 
(now in liquidation) 


For the X.Y.Z. Co., Ltd. 
(in liquidation) 

Arthur Brown, 



Liquidator 
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Payee 


Endorsement 


Messrs. Brown & Johnson, Ltd. 


For Brown & Johnson, Ltd., 
A. Clarke, Cashier 
(. A uthorized to endorse cheques) 


Managers of Cramem School 


For the Managers of Cramem School, 
Arthur Donne, 

Chairman 

or 

Arthur Donne, f Managers of 
Alfred Cook, ) Cramem School . 


Capt. W. Smith 


W. Smith, 

or W. Smith, Capt. 

(Not Capt. W. Smith, as this would 
not be a signature) 


r Treasurer of the links 

Golf Club, 

or The Links Golf Club 


For the Links Golf Club, 
Frederick Player, 
Treasurer 



Revocation of Banker's Authority to Pay. The duty and authority 
of a banker to pay cheques drawn on him by his customer are 
determined by — 

(а) Countermand of payment. 

(б) Notice of the customers death. 

(c) Notice of his insanity, legally declared. 

(tf) Notice of an act of bankruptcy on the part of the customer. 

{e) Receipt of a garnishee order. 

Want of funds, or any irregularity in the drawing or endorsing 
of the cheque, will also cause a banker to stop payment. 

Cheque not Legal Tender. A cheque, it should be noted, is not 
legal tender. The only paper money that is legal tender in England 
and Wales are Bank of England Notes for all amounts. 

Property in Cheques. A paid cheque is, legally, the property of 
the drawer. Some banks return the paid cheques in the pocket of 
the pass book ; others do not. 

Stamp on Foreign Cheques. A foreign cheque, i.e. one received 
from abroad, requires a twopenny stamp affixed to it, before it can 
be dealt with in this country. 

Forgery* A forged cheque is one on which the name of the payee 
or the amount of the cheque has been falsified, or on which the signa- 
ture of the drawer is not genuine. A banker is liable for any loss 
caused by his paying a cheque on which the signature of the drawer 
has been forged; but he is not liable for any loss caused by his 
paying a cheque bearing a forged endorsement. 
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Receipt Form on Cheques. In modem business the practice has 
grown up of having receipt forms printed at the foot or on the 
back of cheques. The signature on the receipt is intended to act 
also as an endorsement ; but many bankers require an endorsement 
as well, not deeming the receipt a sufficient discharge of the cheque. 
Cheques for salaries should bear a notification to that effect so 
that the bankers may know they are exempt from receipt stamp 
duty. > 

Cheques sent through the Post. If the drawer makes the post 
office his agent, he must bear any loss arising from the miscarriage 
of the cheque. If, however, the payee has requested a cheque to be 
sent by post, the post office becomes the agent of the payee, who 
is, therefore, liable for any loss. 

Cheque Stamp and Cheque Books. A piece of ordinary writing 
paper with a twopenny stamp affixed, ordering a banker to pay 
money, is legally a " cheque/' There is an erroneous idea abroad 
that anyone can affix the stamp. The stamp, however, must be 
affixed by the drawer, and must be properly cancelled by him. 
Stamping by a subsequent party does not remedy the defect. 
The banker may affix a stamp and cancel it, and may deduct the 
twopence from the amount payable, or debit his customer's account. 
The other parties, however, are still liable to the penalty of £10 for 
issuing or dealing with an unstamped document. 

The usual practice of bankers is to supply their customers with 
books of specially printed and numbered cheque forms. The object 
of this is the prevention of forgery. Each cheque, being an order 
to pay, must bear a 2d. stamp. Bankers make no charge for the 
book of forms, but debit their customers with the cost of the im- 
pressed revenue stamps. Fresh cheque books are obtained by the 
customer filling up and presenting the bank's printed application 
forms. 

Dishonoured Cheques. A dishonoured cheque is one which a 
banker, for some reason or other, has refused to pay on presentation. 
Such cheques generally have some explanatory mark or phrase 
written on them, as follows — 

N/A = No assets. 

N/E = No effects. 

R/D = Refer to drawer. 

N/S = Not sufficient (funds). 

I/F = Insufficient funds. 

Endorsement irregular. 

Words and figures differ. 

Drawer’s signature differs (i.e. from that in Bank’s signature book). 

Alterations require drawer’s signature. 

Drawer deceased. 

Receipt (i.e. on cheque) requires stamp. 

Account closed. 
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Cheque mutilated. 

Effects not cleared. Present again. 

Post-dated. 

Payment stopped, or Orders not to pay. 

Dishonoured cheques may, of course, be noted, and those bear- 
ing foreign endorsements may be protested. 

Lost Cheque. Where a cheque has been lost, the holder can com- 
pel the drawer to give him a new cheque, but must give security 
to the drawer, if required, to indemnify him in case the lost cheque 
should be found and negotiated. The cheque should be marked 
" Duplicate,” and the paying banker instructed to pay it. 

Points of Difference between Cheques and Bills. Although a 
cheque is legally a bill of exchange, the following differences 
exist — 

1. A bill requires acceptance. A cheque is never accepted by 
a banker. The acceptor of a bill is liable to the holder for refusing 
payment of it. 

2. The drawer of a bill is discharged from liability by delay in 
presenting it for payment ; the drawer of a cheque is not. 

3. Notice of dishonour is necessary in the case of a bill not being 
met, but not in the case of a cheque. 



QUESTIONS ON CHAPTER III 
A 

1. What is the legal definition of a bill of exchange ? 

2. How many kinds of bills are there ? Distinguish them. 

3. How many parties are there to a bill? Explain them, and distinguish 
between immediate and remote parties. 

4. A B of London, draws, on 1st April, a bill on C D of Liverpool for 
£336 16s. lid., payable 3 m/d. C D accepts, and makes the bill payable at 
the Royal Bank, Liverpool. Write out the bill, mark the stamp duty, and 
show C D’s acceptance. 

5. State briefly some of the advantages of bills of exchange. 

6. Distinguish between (a) trade bill and accommodation bill; (6) draft 
and acceptance; (c) drawee and acceptor; (d) long bills and short bills. 

7. What are days of grace? Are all bills subject to days of grace? How 
can days of grace be avoided ? 

8. Write down the stamp duty and due dates of the following bills— 

(a) £4 drawn 31st Jan. @ 1 m/d. 

(b) £100 drawn 15th Jan. on demand. 

(c) £200 drawn 16th Jan. @ 3 d/s. 

(d) £8 16s. 8d. drawn 28th Feb. @ 1 m/d. 

(e) £39 19s. lid. drawn 31st March @ 3 m/d. 

(/) £62 19s. 6d. drawn 31st Dec. @ 2 m/d. 

fe) £84 2s. 9d. drawn 31st Aug. @ 1 m/d. 

(h) £299 drawn 29th Feb. @ 1 m/d, with interest at 5 per cent. 

(i) £299 drawn 29th Feb. @ 1 m/d, with £5 interest. 

9. A trader has bills falling due on the following days (including days of 
grace)— 
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(a) New Year's Day; (6) Good Friday; (c) Easter Sunday; (d) Easter 
Monday; ( e ) Whit-Monday; (/) August Bank Holiday; (g) Sunday after 
a special Saturday Bank Holiday ; ( h ) Christmas Day ; (i) Boxing Day. 
When are the bills actually payable in each case ? 

10. When is a bill payable — 

(a) On demand ; 

(b) At a fixed or determinable future time ? 



B 

1. Is it necessary (a) for the drawer of a bill to insert the phrase " for 
value received," ( b ) for the acceptor of a bill to write the word “ accepted," 

(c) for an endorser to write the word “ endorsed," or (d) for an acceptor for 
honour to write the phrase " accepted for honour " ? Give reasons for your 
answer in each case. 

2. What are negotiable instruments? Name some. What are their three 
distinguishing characteristics ? 

3. How are bills of exchange negotiated ? How can negotiation be restricted 

(a) in drawing the bill, (b) in endorsing the bill ? 

4. What is meant by the acceptance of a bill ? Explain (a) general accept- 
ance, (b) conditional acceptance, (c) partial acceptance, (d) local acceptance. 
In what other ways can the acceptance be qualified ? Is a holder bound to 
take a qualified acceptance ? 

5. Explain the following : Domicile, endorser, allonge, acceptor for honour, 
referee in case of need. 

6. What is meant by endorsing a bill of exchange ? When is it necessary, 
and when not ? The following endorsements appear on some trade bills — 

(a) Pay A B. 

(b) Pay C D or order, A B. 

(c) Sans Recours, G H. 

(d) Pay E F only, C D. 

(e) Pay C D, notice of dishonour waived, A B. 

What kind of endorsements would you respectively call these ? 

7. What two things are necessary in order to constitute an acceptance a 
valid one? 

8. When is presentment for acceptance necessary, and when is it excused ? 

9. What is meant by noting and protest of a bill of exchange ? Is it always 
necessary ? 

10. Explain the terms : notary public, noting charges, noting ticket. What 
stamp is required on a protest ? Can a householder draw up a protest ? 



C 

1. What is meant by presentment for payment? When is it necessary, 
and when not ? When is delay in presentment excused ? 

2. When is a bill dishonoured, (a) by non-acceptance, ( b ) by non-payment ? 

3. What is meant by notice of dishonour ? When is it necessary, and when 
is it excused ? 

4. Explain the terms : holder in due course, recourse, damages on dishonour, 
payment for honour supra protest. 

5. Bills are drawn as under — 

(a) Payable in three months provided the goods turn out satisfactory. 

(b) Payable one month after the drawer’s marriage (the marriage actually 
takes place). 

(c) Payable as soon as the ship reaches the port of Liverpool (the ship duly 
arrives in port). 
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(d) Payable 10 days after a certain person's death. 

(e) Payable out of a particular fund. 

State, with reasons in each case, whether the above bills are valid or not. 

6. How do the following affect the parties to a bill of exchange — 

(a) Material alterations, (6) forgery, (c) non-delivery of bill, (d) loss of bill ? 

7. In what ways can a bill be discharged ? 

8. What are the legal liabilities respectively of (a) drawer, (b) acceptor, 
(c) endorser, (d) acceptor for honour? 

9. Explain the method of procedure with regard to accommodation bills. 
What is the legal liability of an accommodation party ? 

10. Explain the meaning of fictitious payee. How does the absence of a 
date affect a bill ? Does any* mention of interest affect a bill ? 



D 

1. Define a foreign bill. Name some of the principal differences between 
inland and foreign bills. Distinguish between “ clean " and " documentary ” 
bills. 

2. On 15th March, B. Brown, of Melbourne, drew on A. Archer of London, 
at 60 d/s for £275, on account of 36 bales of Wool marked 
shipped per s.s. Retrop, and attached the usual documents which 
were to be surrendered on acceptance of bill. Write out the bill in 
each of its three vias. 

3. Explain the following terms: Usance, sola, letter of hypothecation, 
re-exchange, first of exchange, documents attached, protest, via. 

4. A bill is drawn in Germany, accepted in France, and paid in England. 
To what parts of the bill would the different laws apply ? 

5. Are days of grace allowed on foreign bills? 

6. Why are foreign bills often drawn in the home currency? When the 
amount of a foreign bill is not expressed in sterling, how is its value determined 
for the purpose of (a) stamp duty, and (6) payment ? 

7. Why are foreign bills drawn “ after sight " ? How does this affect the 
acceptance of a long bill ? Give an example of a foreign bill drawn " after 
sight " and duly accepted. 

8. " Foreign bills, unless drawn on a near country, are not sent for accept- 
ance and return." Explain this, and the procedure with regard to such bills. 

9. Are foreign bills liable to stamp duty ? If so, what are the rates, and 
when must the stamp be affixed ? What peculiarity is there with respect to 
bills drawn in the Channel Islands and the Isle of Man ? 

10. Give an example of a documentary bill. Explain the object of such 
bills, and the usual method of procedure with regard to them. 




E 

1. What is the statutory definition of a Promissory Note? For what 
purpose are such notes used, and in what respects do they (a) resemble, 
(6) differ from bills of exchange ? 

2. What stamp duty is required on promissory notes, and how is it denoted ? 
How many parties are there to a note, and who are they? 

3. How many kinds of notes are there ? Give an example of each. 

4. What is (a) a joint promissory note, and (6) a joint and several promis- 
sory note ? Give an example of each. Why are the latter preferable ? 

5. When is a note payable on demand? Must a note be presented for 
payment ? Can a valid note contain any reference to a collateral security ? 
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6. What is the legal liability of the maker of a note ? How far does the 
Bills of Exchange Act apply to promissory notes ? To whom do the drawer 
and acceptor of a note correspond in a bill of exchange ? 

7. What are Bank Notes ? For what amounts may they be issued, and by 
whom? Suppose a bank note be stolen, and is afterwards traced to a bona 
•fide holder for value, what is his position ? 

8. What are Bank Drafts, and for what purpose are they used ? 

9. What is an IOU ? Give an example. Is it legal evidence of debt ? 



F 

1. What is the statutory definition of a cheque? Give a specimen. 

2. Explain the following terms: Bearer cheque, order cheque, counterfoil, 
stale cheque, post-dated cheque, fictitious payee. 

3. What is a crossed cheque? What is the object of the crossing? Give 
examples of (a) general crossings, (6) special crossings, and explain the follow- 
ing phrases sometimes added to crossings : 44 not negotiable/' 44 A/c payee 
only." 

4. What is meant by endorsing a cheque, and when is it (a) necessary, 

(b) not necessary ? What is a 44 per pro." endorsement ? Is it always accepted 
by bankers? 

5. What endorsements are required on the following — 

(a) Cheque payable to an illiterate person ; 

(b) Cheque payable to a deceased person who has (1) died intestate, (2) 
appointed an executor, (3) left his estate in the hands of trustees ; 

(c) Cheque payable to a married lady (1) in her maiden name, (2) in her 
husband's name ; 

(d) Cheque payable to a person whose name is misspelt ; 

(e) Cheque payable to the holder of an office ; 

(f) Cheque payable to a limited company (1) in active business, (2) in 
liquidation ; 

(g) Cheques payable to (1) Self, (2) — Cook, Esq., (3) Dr. B. Brown, (4) 
Messrs. Green, (5) Wages or Order, (6) Wages or Bearer, (7) Mr. Brownley, 
(8) Mrs. Finch, (9) The Misses Donnington, (10) The Aristocratic Tennis 
Club? 

6. What legal and other circumstances revoke a banker's duty and authority 
to pay his customer's cheques ? 

7. What is a forged cheque? How far is a banker liable on it? Can altera- 
tions be made on a cheque ? 

8. 44 Bankers usually mark returned cheques." Write down some of the 
most usual markings and explain briefly what they signify. 

9. Is a cheque legal tender? Give reasons for your answer. To whom do 
paid cheques belong, and what is the practice of bankers therewith ? 

10. What is the position of the respective parties thereto if a cheque is 
lost, (1) accidentally, (2) by miscarriage in the post ? 

1 1 . What is a cheque book ? Must a cheque always be drawn on the banker’s 
printed form ? 



EXERCISE III 

1. Enter the following in the Journal and Cash Book — 

(1) R. Red handed us a P/N for £30 lent him. 

(2) Accepted draft drawn on us at 3 m/d for £200 by Francis & Co. in 
favour of D. Devon. 
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(3) Gave Blue & Co. a bill at 2 m/d for £95. 

(4) Bought goods, £150, from Sharp & Co., for 2 months' bill less 5 per cent 
discount. 

(5) Handed Ridler & Son our acceptance at 3 m/d for £90. 

(6) Received H. Hughes* acceptance for £120 from S. Straker. 

(7) Discounted N. Notley's acceptance for £120, discount charged £1 10s. 

(8) Received bill, dated 1st Jan., at 10 d/d for £120 from M. Monk. 

(9) Drew on Green & Co. for £190, allowing them discount £10. 

(10) Sent N. Norfolk sight draft for £125. 

(11) Drew on J. Rowell at 60 d/s for £420. Endorsed first of exchange: 
“ Pay to the order of M. Goodman," and forwarded it to the latter. 

(12) Henry & Co.*s P/N for £40 duly taken up. 

(13) Sold goods, £120, to B. Blunt, for 2 months* bill, less 2$ per cent 
discount. 

(14) Sold goods for £150 to York & Son, and received in payment our own 
acceptance to Bull & Son for £150 due to-day. 

(15) Our P/N to M. Martin for £120 redeemed to-day. 

(16) Discounted G. Graham's acceptance for £150, due 3 months hence, 
with Sheffield, Sons & Co., bill brokers, discount rate 3f per cent. 

(17) Sent Perrier FrSres, Paris, 7 days’ draft for £100. 

(18) Accepted Dark & Co.'s draft for £285, being allowed discount £15. 

(19) Provide solutions to the following — 

(a) Sketch the form of a bill of exchange, inserting all details therein that 
will show it to be a negotiable instrument. Further, prepare the necessary 
accounts in support of the transactions from the viewpoints of the several 
parties thereto. 

(b) A bill drawn on B for £100 was endorsed over to K, who subsequently 
presented it to B for payment but was unsuccessful. K thereupon noted the 
bill. Prepare the accounts required by the above transactions, as they affect 
(a) the drawer, and (b) K. 

(c) B draws on F for £100. On maturity the bill is dishonoured. Show the 
book-keeping records on dishonour in B’s books which would apply under 
three different circumstances. 

2. Record the following in Journal and Cash Book— 

(1) Blue & Black’s acceptance for £200 renewed for 3 months, plus interest 
at 5 per cent and bill stamp. 

(2) G. Gulliver’s acceptance for £450, due this day, returned dishonoured. 
Noting charges, 5s. 

(3) Wilson & Jones retire their acceptance for £420 by cheque £120, and 
a new bill at 1 m/d for the balance, interest at 5 per cent, together with the 
bill stamp, being paid in cash forthwith. 

(4) L. Lambe's acceptance for £460, due this day, notified by our creditors 
(Charles & Son) as being dishonoured, noting charges paid by them, 5s. 6d. 
Withdrew same in exchange for our cheque. 

(5) Retired our acceptance to Brockwell & Haigh for £630 by cheque £230, 
and a new bill at 2 m/d with interest at 4 per cent for the balance, being 
charged also with bill stamp. 

(6) Our acceptance to Locke & Co. for £300 renewed for 4 months, plus 
interest at 3$ per cent and bill stamp. 

(7) Our own acceptance to Dawson Bros, for £345 dishonoured (through 
omitting to instruct bankers to pay). Dawson Bros, send us debit note for 
£345 10s. 8d., including noting expenses. We settle same by cheque. 

(8) Needham & Co.’s acceptance for £425, due this day, returned by bank 
dishonoured, with noting charges, 4s., and expenses 3s. 6d. 

(9) Frame & Son’s acceptance for £1,055, due this day, .returned by bank 
dishonoured, with noting expenses £1 2s. 3d. Renewed same for 5 months 
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with interest at 6 per cent, noting expenses, interest, and bill stamp being 
paid in cash forthwith. 

3. Write up in the books of both parties, the Ledger accounts (including 
Cash), for the following transactions in bills — 

(a) On 1st Jan., S. Silverman accepts a 3 months* bill for £125, drawn on 
him by G. Goldstein for the latter’s benefit. Goldstein discounts the bill at 
the rate of 3£ per cent, and at maturity forwards Silverman a cheque with 
which to meet the bill. 

(b) On 1st March, P. Paterson and I. Ingram draw on one another at 3 
months for £135 for their mutual convenience. They discount each others* 
bills at the rate of 4 per cent, and, at maturity, each meets his own 
acceptance. 

(c) On 1st Feb., H. Hooker accepts a three months* bill for £115 drawn on 
him by E. Evans for their mutual accommodation. The bill is then discounted 
by Evans at the rate of 3f per cent, and half the proceeds handed to Hooker. 
At maturity Evans sends a cheque to Hooker, who then pays the bill. 

4. Darlow & Walsh are the acceptors of a bill of four months date for 
£659 14s. 8d., due on the 24th January. A few days before it matured, 
Darlow & Walsh found they could not meet it and wrote to the drawers, 
Messrs. Earle & Creasey, requesting them to renew the bill for three months, 
adding interest at 5 per cent per annum. The drawers (Earle & Creasey) 
expressed their willingness to do so conditionally upon Darlow & Walsh lodging 
security with them for the amount of the renewed bill. Messrs. Darlow & 
Walsh offered as security five customers’ bills, viz. — 

(1) H. G. Boumer & Co.’s bill, £209 11s. 6d., due 14th Feb. 

(2) Neville & Co.*s bill, £173 4s. 9d., due 26th Feb. 

(3) James Hordam & Co.’s bill, £89 14s. 8d., due 25th March. 

(4) George Blakey & Co.*s bill, £82 16s. 0d., due 19th April. 

(5) Smith, Wilks & Co.'s bill, £112 12s. 9d., due 26th April. 

Each of the above five bills was discounted by Earle & Creasey’s bankers, 
and Darlow & Walsh’s renewed bill was paid into the bank one month after 
its acceptance. Bills 1, 2, and 4 were duly honoured. Bill 3 was dishonoured 
and returned to Earle & Creasey, who drew a cheque for its amount, plus 
7s. 6d. noting expenses. Darlow & Walsh, on being called upon, made good 
this amount ten days later. 

Bill 5 reached maturity the same day as Darlow & Walsh’s renewed bill, 
and both were dishonoured. 

(а) Draw the renewed bill, adding £1 8s. lid. for stamp and other expenses, 
also 5 per cent interest for the term of the bill’s currency. 

(6) Show Earle & Creasey’s Journal entries. 

(c) Show Darlow & Walsh’s Account as it appears in Earle & Creasey's 
Ledger. {West Riding of Yorkshire.) 

5. ( a ) A bill for £105 is drawn at 6 months from the 1st October, by Smith 
on Rhodes, and accepted by the latter payable at Parr’s Bank. What stamp 
duty does this bill require, and when is it due for payment ? 

(б) On the 1 1th December, Smith discounts the bill with Hirst, and receives 
£100 cash. 

(e) The bill is dishonoured on maturity, but is taken up by Smith on the 
7th April. 

Show by means of the Journal the necessary entries to record Hie above 
transactions — (a), (6), and (c) — in Smith's books. (National Union of Teachers.) 

6. Jones, for the mutual and temporary accommodation of himself and 
Brown, draws upon the latter a bill of exchange at 3 months for £600, dated 
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1st Jan. Jones discounts this bill immediately at his bankers, the rate of 
discount being 5 per cent, and hands half the proceeds to Brown. 

Brown, for a similar purpose, and at the same time, draws a bill at 3 months 
on Jones for £300. This he discounts at his bankers at 5 per cent, and hands 
half the proceeds to Jones. Brown becomes a bankrupt on 31st March, and 
a first and final dividend of 5s. in the £ is paid on his estate on 30th June. 

Write up Brown's account in Jones' book. Assume, in each case, that one 
half of the charge for discounting the bill is chargeable to Brown and one 
half to Jones. (London Chamber of Commerce.) 

7. You are preparing the Balance Sheet of a Limited Company of which 
you are the chief accountant, and find that there are bills under discount 
amounting to £10,750. On going through the books you discover facts which 
point to the probability that £1,000 worth of these bills will be dishonoured 
on maturity, but that there is a reasonable chance of eventually receiving 
10s. in the £ on the £1,000. How would you deal with these bills under dis- 
count, and how should they appear in the company's published accounts? 
(London Chamber of Commerce.) 

8. On 1st January, A owes B £6,000, for which B receives two acceptances 
from A, one for £2,000 payable in 2 months, the other for £4,000 payable in 

4 months, in each case from 1st January. B duly discounts both these 
acceptances with his bankers on 3rd January at 4 per cent. 

Before the first bill becomes due, A requests B to assist him in taking it 
up by providing him with £1,000 in cash, and drawing a third bill on A for 
that amount at 3 months from the due date of the first bill, plus interest at 

5 per cent per annum ; B agrees to this proposal and advances the money, 
discounting the bill with his bankers at 4 per cent. 

A week before the second bill for £4,000 falls due A again asks B to assist 
him to the extent of £2,500. B, however, is not in a position to do this, and, 
as his bankers will not discount any more of A’s acceptances, he arranges 
with A to draw on him (B) two bills for £1,131 16s. 8d. and £1,408 3s. 4d. 
at 2 months and 3 months respectively from the due date of the £4,000 bill. 
B duly accepts these two bills and remits them to A, who discounts them 
with his bankers at 4 per cent, and, assisted by the proceeds, duly meets the 
£4,000 bill. B also meets his two bills on maturity. On 7th June A becomes 
bankrupt, leaving his third bill unpaid. Make the necessary entries in B's 
books to give effect to the above transactions. (London Chamber of Com- 
merce.) 

9. From the following particulars compile detailed Bills Receivable and 
Payable Books, and post same to proper Ledger accounts — 

(N.B. All our acceptances were made payable at our bankers, Royal 
Bank.) 

Mar. 2. Drew on Green & Golding at 1 m/d for £152, allowing them dis- 
count £8. Bill No. 129. 

„ 3. Received Green & Golding's acceptance, payable at the Safe Bank, 

City. 

„ 3. Accepted Philips & Son's draft of the 2nd inst., at 2 m/d in favour 

of Ogden & Co., £237 16s. 4d. Bill No. 95. 

„ 9. Received of Ellis & Co., J. Thomson's acceptance to them for 

£85 16s. 10d., dated 9th Jan., at 2 m/d, payable at Union Bank, 
Holbom. 

„ 12. C*ave Lonsdale & Sons our acceptance, dated 11th inst., at 10 d/d 

for £125. 

„ 12. Received Pavey & Lord's acceptance of our draft of yesterday, 

at 3 m/d for £120 12s. 6d., payable at Bank of England, Liver- 
pool. 
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Mar. 16. Allott, Jones & Co. forward me B. Bunker's acceptance to them 
for £185, payable at Midland Bank. Bill drawn 15th Feb., at 
60 d/s, acceptance being dated 28th Feb. 

„ 21. Received Sowerby & Wade's draft on us of the 19th inst., at 1 m/d, 

in favour of Lewry & Son for £166 Is. 8d., discount allowed, 
£8 14s. lOd. Returned same duly accepted. 

„ 22. Drew on Bayes & Kerry at 4 m/d, for £214 9s. 3d., allowing dis- 

count, £1 1 5s. 9d. 

„ 23. Received Bayes & Kerry's acceptance, payable at Parr's Bank, 

City. 

„ 27. Received Green & Noel's draft on us of yesterday's date for £299 15s., 

at 3 m/d, with interest at 5 per cent. Returned same duly 
accepted. 

„ 30. Returned, duly accepted, T. Nicholson's draft on us, dated 29th 

inst. at 4 m/d, for £66 13s. 8d. in favour of Gardner & Isbister. 

„ 31. B. Bearon forwards us L. Levar’s acceptance to H. Moore for 

£116 2s. 6d. Bill dated 29th Jan. at 2 m/d, and payable at Joint 
Stock Bank, Leeds. 

„ „ Accepted G. Graham's draft on us, dated 21st Mar. at 90 d/s, for 

£134 13s. 3d., discount allowed £7 Is. 9d. 

Bill No. 130 was duly met. No. 132 was discounted. No. 134 was dis- 
honoured. No. 131 was endorsed over to Mandrakes, Ltd., on the 11th of 
June. Acceptance No. 96 was duly honoured, and No. 95 was renewed on 
4th May. 

10. What is meant by " renewing " a bill? Give, in both parties' books 
in each case, the Journal entries for the following — 

(a) Welt and Dray renew a bill for £126 15s. 8d., for their customer, F. 
Frost, for 2£ months with interest at 3J per cent, plus bill stamp. 

(b) S. Storm, a creditor of Jenkins & Co., renews a bill for £226 14s. lid. 
for 3£ months, with interest at 4 J per cent, plus bill stamp. 

11. T. Talbot receives his customer's acceptance for £120. State the 
different ways in which he can deal with this bill, and give the Journal and 
Cash Book entries for each way. Assuming the bill to be dishonoured in each 
case, give the necessary Journal and Cash Book entries. 

12. Give a written explanation of a method of procedure in dealing with 
bills of exchange transactions which, in your judgment, would ensure a clear 
grasp of the facts. Support your answer by solutions — with notes — to the 
following problems. 

(1) S, who discounted a bill he had drawn on J, has been notified by his 
banker that J failed to meet it on presentment for payment. 

(2) M and B draw on each other for £100 on 1st March. Each discounts 
the other’s bill and, at maturity, each party honours his acceptance. The 
bankers charged 5 per cent for discounting. 

(3) L drew on M ; endorsed over to N ; but on the advice of N that M was 
unable to pay, L met the bill. Show the records in (a) L's books, (b) M’s, and 

(c) N’s books respectively. 

REVISION EXERCISE III 

1. Give a brief outline of the general characteristics of Account-keeping, 
with special reference to such classes of business with which you may be 
acquainted. ( London Chamber of Commerce.) 

2. In order to guard against irregularities in the matter of cash, what 




128 



ADVANCED ACCOUNTS 



special rule would you lay down as to dealing with Receipts and Payments in 
a City House, where the transactions were both large and numerous ? Sketch 
out a form of Cash Book where there would not only be a saving of labour, 
but where there would be a minimum qf risk from improper dealing with cash 
by an employee. Sketch also a form of Petty Cash Book, and state what 
class of expenditure you would have entered therein, and in what way, and to 
what extent, such Petty Cash Book would be subsidiary to the General Cash 
Book. (London Chamber of Commerce.) 



3. Referring to the preceding question, and having prepared the forms 
asked for, enter therein the following Receipts and Payments — 



Jan. 1. 
.. 2 . 







£ 


s. d. 


£ 


s. 


d . 


To John Smith, monthly A/c, Dis. 59s. 




147 


10 - 








By William Jones, Cheque, Dis. 88s. 








215 


12 


— 


„ Petty Cashier, Cheque . 








20 


- 


— 


To F. Page, Balance of A/c . • 




73 


6 8 








By Bills Payable Frost's Dft. . • 








146 


7 


8 


„ Office Wages, 1 month • • 








52 


6 


8 


„ Carriage, Pickford’s A/c • • 








3 


5 


- 


„ Postage and Bill Stamps • . 








1 


17 


6 


„ Quarter Year’s Gas A/c • • 








2 


14 


9 


„ Office Cleaning and Caretaker • 








1 


17 


8 


„ City Bank, paid in 








220 


16 


8 



(London Chamber of Commerce.) 



4. What is a Capital Account, and what does it embrace? Explain the 
difference between Gross and Net Profit, and between a Trading Account 
(or Working Account) and a Profit and Loss Account. (London Chamber of 
Commerce.) 



5. Messrs. Dodger & Co., Colliery Proprietors, Burnley, sold to Messrs. 
Ibbetson & Co., of London, in wagons at Burnley, 120 tons of best House 
Coal, at 8s. 9d. per ton, with a charge of 9d. per ton for wagon hire. The 
terms were cash, but Ibbetson, not finding it convenient to pay cash down, 
agreed to accept Dodger’s draft at 3 months, dated 1st March, for the amount 
of invoice, plus 2 per cent commission and 5 per cent discount. The draft was 
duly accepted ; but, before its maturity, Ibbetson, not having sold the coal, 
arranged to have the draft withdrawn, to pay in cash £20 on the 1st June, 
and to accept a draft at 2 months for the balance, plus commission and 
discount at the rate charges on the former draft. This was duly carried 
out, the £20 was paid, and the fresh draft met at its maturity on the 4th 
August. 

Prepare the Day Book, Journal, and Cash Book entries, giving effect to the 
transaction, and post to a Ledger Account as representing Messrs. Dodger 
& Co. (London Chamber of Commerce.) 

6. A. F. Walters and J. B. Smith are in partnership as pipe manufacturers; 
they also rent and work a retail shop. Profits or losses are shared as follows: 
A. F. Walters two-thirds, J. B. Smith, one-third. The shop manager sends 
in weekly returns of all transactions, and these returns are duly incorporated 
in the books of the head office. You are required to prepare a Trading and 
Profit and Loss Account for the year ended 28th February, and a Balance 
Sheet as on that date ; a separate Trading Account is also required showing 
the working results of the shop. 

The following is a list of the Ledger Balances as extracted by the head 
clerk of the firm as on 28th February — 
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A. F. Walters, Capital A/c . 6,200 Office Expenses, Postage, etc. 

J. B. Smith, Capital A/c . 3,500 (factory) . . . 395 

Plant and Machinery . . 3,280 Law Expenses and Audit Fee 

Fixtures and Fittings (fac- (factory) . . . 41 

tory) .... 620 Bad Debts written off (fac- 

Purchases .... 11,780 tory) .... 8 

Sales (factory) . . . 19,353 Discount A/c, Credit Balance 

„ (shop) . . . 7,538 (factory) . . . 282 

Manufacturing Wages . 6,433 Reserve for Bad Debts as on 

,, Expenses . 891 1st March . . . 74 

Rent, Rates, Taxes, Light Sundry Debtors . . . 2,520 

and Insurance (factory) . 360 Furniture, Fixtures, and Fit- 

Rent, Rates, Taxes, Light tings (shop) . . . 980 

and Insurance (shop) . 423 Bills Receivable . . . 2,000 

Stock on hand, 1st March Bills Payable ... 78 

(factory) 3,828 Salaries of Manager and As- 
„ „ „ (shop) 747 sistant at shop . . 266 

Cash Purchases (shop). . 62 A. F. Walters (Drawings A/c) 1,212 

Sundry Creditors . . 2,428 J. B. Smith „ 606 

Travellers* Commission Cash at Bank . . • 2,512 

(factory) . . . 152 „ in hand (factory) . 7 

Office Salaries (factory) . 280 „ „ (shop) . . 50 

Before preparing the annual accounts the following adjustments are neces- 
sary — 

Interest is to be credited upon the Capital Accounts at 5 per cent. 

Reserves for: Rent, Rates, etc., Account (factory) for rent accrued due 
28th Feb., £78; Rent, Rates, etc., Account (shop) two months’ rent due to 
28th Feb. (the annual rent of the shop is £360) ; Audit fee, £36. 

The Manager of the shop is entitled, under his agreement, to a com- 
mission of 2 per cent on the gross profit realized by the shop. 

Plant and machinery are to be depreciated at 10 per cent. Fixtures and 
fittings are to be depreciated at 5 per cent. 

Provision for Bad and Doubtful Debts is to be made at 2J per cent. 

The stock on hand as on 28th Feb. was valued as follows — 

Factory . . . £3,105 

Shop .... 470 

The goods supplied by the factory to the shop during the year were priced 
out at £4,199 cost price. ( London Chamber of Commerce.) 



5 — (B.1405) 




CHAPTER IV 

ACCOUNTS CURRENT, AVERAGE DUE DATE 

Definition. An account current is a statement in Dr. and Cr. form 
of the various transactions that have taken place between two mer- 
chants, or between a principal and his agent. The transactions are 
set out in chronological order, interest being charged and allowed 
thereon at an agreed rate or rates per cent per annum. 

The Party Rendering the Account. Strictly speaking, the account 
current is rendered by the party last mentioned in the heading. 
Thus, “ B. Bennett in Account Current with G. Green ” signifies 
that G. Green is rendering the account to B. Bennett. The account 
current is really a copy of B. Bennett's account in G. Green's 
Ledger. The transactions are, therefore, viewed solely from Green's 
point of view. Green debits Bennett with goods, cash, and bills, 
sent or paid to him or on his account, and credits Bennett with 
goods, cash, and bills received from him or on his account. 

Calculation of Days. In reckoning the number of days for interest, 
it is not usual to make them both inclusive. Only one end day or 
" extreme " is counted, viz. the day to which the account is made 
up, the date of the transaction being omitted. When dealing with 
foreign accounts current, it must be remembered that many coun- 
tries, especially on the Continent, reckon 360 days to a year. Some 
countries also reckon 30 days to each month, while others reckon 
the exact number of days as per the calendar. When items are 
debited or credited before the due date thereof, interest begins to 
run only from the due date of the transactions. 

In example A1 (page 137) the days are reckoned after the follow- 
ing manner — 

15/ Dr. item 2nd Dr. item Is/ Cr. item 



Jan. 


31 


days 


Mar. 


3 


days 


Feb. 


18 


days 


Feb. 


28 


M 


April 


30 


j* 


Mar. 


31 


99 


Mar. 


31 


II 


May 


31 


99 


April 


30 


99 


April 


30 


II 


June 


30 


99 


May 


31 


99 


May 


31 


99 




— 




June 


30 


99 


June 


30 


99 




94 














•mm 






140 






181 












— 





It is necessary to warn students against a very common mistake 
when dealing with accounts current that contain an initial balance. 
If the opening date is the date of a transaction, it will not be counted J 
but if it is the date of a previous balance, it will be counted. Thus, 
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in " Is/ Jan., To Goods ” 1st Jan will not be counted; but in 
" Is/ Jan., To Balance , ” 1st Jan. will be counted, because it was 
really the balance due on 31st Dec. For this reason, therefore, 
it is advisable to bring down the balance of an account current as 
on the last day of the previous account. The same remark applies 
to the bringing down of Ledger balances. 

Table of Days. The following table will be of great service in 
ascertaining quickly, without the slow and laborious process of 
actual calculation shown on page 130, the exact number of days 
in any given period. The student should, however, accustom 
himself also to that method, as it is the only practicable one in the 
examination room. 



TABLE 

Showing the Number of Days in any Given Period of 
the Year 



Jan. 


Feb. 


Mar. 


April 


May 


June 


July 


Aug. 


Sept. 


Oct. 


Nov. 


Dec. 


1 


32 


60 


91 


121 


152 


182 


213 




274 


305 


335 


2 


33 


61 


92 


122 


153 


183 


214 




E£&9 


306 


336 


3 


34 


62 


93 


123 


154 


184 


215 


246 


276 




337 


4 


35 


63 


94 


124 


155 


185 


216 


247 


277 




338 


5 


36 


64 


95 


125 


156 


186 


217 


248 


278 


309 


339 


6 


37 


65 


96 


126 


157 


187 


218 


249 


279 


mssm 


irlil 


7 


38 


66 


97 


127 


158 


188 


219 


250 




311 


341 


8 


39 


67 


98 


128 


159 


189 


220 


251 


281 


312 


342 


9 


khe 


68 


99 


129 


160 


190 


221 


252 


282 


313 


343 


10 


41 


69 


100 


130 


161 


191 


222 


253 


283 


314 


344 


11 


42 


70 


101 


131 


162 


192 


223 


254 


284 


315 


345 


12 


43 


71 


102 


132 


163 


193 


224 


255 


285 


316 


346 


13 


44 


mm 


103 


133 


164 


194 


225 


256 


286 


Eia 


347 


14 


45 


mm 


104 


134 


165 


195 


226 


257 


287 


318 


348 


15 


46 


mm 


105 


135 


166 


196 


227 


258 


288 


319 


349 


16 


47 


Wm 


106 


136 


167 


197 


228 


259 


289 


320 


iHi 


17 


48 


76 


107 


137 


168 


198 


229 


260 


290 


321 


351 


18 


49 


77 


108 


138 


169 


199 


230 


261 


291 


322 




19 


50 


78 


109 


139 


170 


200 


231 


262 


292 


323 




20 


51 


79 


110 


140 


171 


201 


232 


263 


293 


324 


354 


21 


52 


80 


111 


141 


172 


202 


233 


264 


294 


325 


355 


22 


53 


81 


112 


142 


173 


Eg] 


234 


265 


295 


326 


356 


23 


54 


82 


113 


143 


174 


204 


235 


266 


296 


327 


357 


24 


55 


ii 


114 


144 


175 


205 


236 


267 


297 


328 


358 


25 


56 


El 


115 


145 


176 




237 


268 


298 


329 


359 


26 


57 


11 


116 


146 


177 




238 


269 


299 


330 


360 


27 


58 


86 


1 17 


147 


178 


208 


239 


270 


300 


331 


361 


28 


59 


87 


118 


148 


179 


209 


240 


271 


301 


332 


362 


29 


■ 


88 


119 


149 


■EMI 




241 


272 




333 


363 


30 




89 


120 


150 


181 




242 


273 




334 


364 


31 


1 


90 


■ 


151 


— 




243 


— 




— 


365 
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To illustrate the use of the table, let it be supposed that it is 
required (as in Example Al, post), to ascertain the number of days 
from 28th March to 30th June. We look for 30 in the first column, 
and on the same line, under June , we find the number 181. We 
next look for 28 in the first column, and on the same line, under 
March, we find the number 87. Subtracting the two numbers, we 
get the answer, namely, 94 days. In the case of leap year, one 
day more must be added for February. The above table is also 
useful in cases of average due date, as explained later. 

Different Ways of Reckoning Interest. There are in vogue various 
ways of reckoning interest, that is, from the point of view of time, 
as follows — 

1 . Forward, i.e. from the due date of each transaction to the end 
of the period of the account current. 

2. Backward , i.e. from the due date of each transaction to the 
epoque or beginning of the period of the account current. 

3. By Steps, i.e. on the varying balance of the account current 
from the date of one transaction to the date of the next. 

Methods of Calculating Interest. From the point of view of actual 
calculation, there are different ways of proceeding to find the 
interest — 

(а) By Tables , which show the exact amount in sterling on each 
item for the required number of days. The interest columns on 
each side of the account are then added, and the totals extended 
into the principal columns. Usually, however, the interest columns 
are balanced, and only the balance is brought into the account 
itself. 

(б) By Products , that is, figures obtained by multiplying the 
number of pounds in each amount sterling by the number of days 
it has to run for interest. Ten shillings and over are counted as a 
full pound, smaller sums being ignored. The product columns are 
then balanced, and the interest on the balance of products extended 
into the capital columns. The interest is found by means of the 
following formula — 



Interest 



Balance of Products x Rate 
365 (or 360) X 100 



In practice, however, it is often found more convenient to double 
the rate per cent, and divide the result by 73,000 (or 72,000, as the 
case may be). 

(c) By Interest Numbers. This is merely a variation of the 
product method. Each product is divided by 100, and the quotient, 
called interest numbers, is entered in its special column. The 
number columns sure then balanced, and interest on the balance of 
numbers found by the above formula, except for the division by 
100, which has already been done. In the case of long accounts. 
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however, interest numbers are not very reliable, owing to the con- 
stant approximation of the quotient to the nearest integer, when- 
ever the division results in a remainder larger than one-half. This 
method is sometimes called the English method, though it is largely 
used on the Continent. 

(d) By the Third , Tenth and Tenth Rule. This rule is based on 
the formula — 

1 _ I ± i ± (A x j) + (A x tk x 1) 

73,000 100,000 

Briefly stated the method is — 

(1) Multiply principal by days, and product by twice rate. 

(2) Divide second product by 100,000. 

(3) To this add one-third of it, then one-tenth of this third, and then 
one-tenth of this latter figure. 

(4) From result deduct one ten-thousandth, and the final figure is the 
required interest. 

As an example of this working, let us find the simple interest for 120 day* 
on £5,672 at 5J per cent per annum. 



5.672 x 120 
680,640 x 11 




680,640 

7,487,040 


7,487,040 -f- 100,000 


= 


74-87040 


Add * 


= 


24-95680 


Add ^ 


25 


2-49568 


Add ^ 




•24956 

102-57244 


Deduct rsfonj 


— 


•01025 

102-56219 



Required interest *= £102 11s. 3d. 

Interest Tables. In examination work, the student should ascer- 
tain the interest by means of products, as in the examples shown ; 
but for general practice, he should work the exercises by each of 
the methods illustrated in the worked examples, in order to master 
them. When desiring to calculate the interest on each item in ster- 
ling, the table on pages 134 and 135 will be found very useful. 

Varying Rates of Interest. In some cases, different rates of interest 
are charged in the same account current. The rates may be changed 
from time to time according to the state of the money market; 
or it may be that there is one rate for goods, and another for cash. 
Sometimes, the rate of interest on the debits differs from the rate of 
interest on the credits. In such cases, the products must be multi- 
plied by their respective rates of interest before they are balanced. 
An illustration of this is furnished in Example A5. 

Balance of Capital or Principal. When accounts current are 
worked by the epoque method, the balance of the two principal 
money columns must be ascertained, and interest charged, or 
allowed, on it for the period covered by the account. The great 
advantage of the epoque method is that it avoids red ink interest. 
The disadvantage of it, however, from the students' point of view, is 
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ADVANCED ACCOUNTS 



that they are so liable to forget to include interest on the balance 
of the money columns. If the balance of capital is a debit balance 
the interest must be credited, and vice versa. The student should, 
in this respect, carefully study Example A3. 

Side on which Interest Falls. When the days are reckoned by 
the forward method, that is, from the due date of the transaction 
up to the end of the period of the account, the interest falls on the 
opposite side to the balance of products ; but when reckoned by the 
backward or epoque method, the interest should be placed on the 
same side as the balance of products is entered. 

Red Ink Interest. When an account current is balanced, and 
contains items which are not due at the date of such balancing, 
there arises a case of what is called red ink interest. Red ink 
interest denotes interest allowed on items debited in the account 
before their due dates, also interest charged on items credited in the 
account before their due dates. Red ink interest runs from the date 
of closing the account up to the due date of the items prematurely 
included. The products are worked out in the usual way but are 
inserted in red ink. They must also be entered in ordinary ink on 
the opposite side, in order to allow for, or charge, them as the case 
may be. If there are red ink figures on both sides of the account, 
then only the balance needs to be transferred to the opposite side, 
debit or credit according to circumstances. When adding up and 
balancing the product columns the red ink figures are ignored. 
Under the epoque method red ink interest will seldom occur. Such 
a case could only arise, if there were introduced into the account 
current an old item having a due date anterior to the epoque. 

Leap Year. In the case of leap year, that is, every year whose 
two end numbers are divisible by four, except the year of the cen- 
tury, the number of days in February must be reckoned as 29 
instead of 28. 

Example A. From the following particulars make up an account 
current to be rendered by G. Green to B. Bennett as at 30th June, 
reckoning interest at 5 per cent per annum — 



19.. 

Jan. 1. Balance owing by Bennett to Green, £127 16s. 6d. 
Feb. 10. Cash received from Bennett, £60. 

„ 23. Goods bought of Bennett, £239 4s. lid. 

„ 25. Green accepted Bennett's draft at 1 m/d for £100. 

Mar. 10. Cash paid to Bennett, £75. 

April 12. Goods sold to Bennett, due 12th May, £195 10s. 6d. 
May 19. Goods bought of Bennett, £113 9s. 8d. 

June 8. Goods bought of Bennett, £56 14s. 7d. 

„ 15. Cash paid to Bennett, £50. 

„ 20. Goods sold to Bennett, £248 3s. lOd. 

„ 25. Cash received from Bennett, £100. 
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Example Ai. Interest calculated on each item, from due date of 
each transaction to end of period of account. 



Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Or. 



Date 


Particulars 


Days 


Inter- 

est 


Amount 


Date 


Particulars 


J 




Amount 


19— 






£ 


1 . 


d. 


£ 


1 . 


d. 


19— 






£ 


t. 


d. 


£ 


1. 


d. 


Jan. 1 


To Balance . 


181 


Kj 


3 


6 


127 


16 


6 


Feb. 10 


By Cash 


KE1 


1 


3 


— 


60 


— 


— 


Feb. 25 


„ Bill due 




■j 












„ 23 




127 


4 


3 


2 


239 


4 


11 




28 Mar. 


94 


Ini 


5 


9 


■ED 


_ 


— 


May 19 


„ Do. . 


42 




13 


— 


113 


9 


8 


Mar. 10 


„ Cash 


112 


■1 


3 


— 


75 


- 


- 


June 8 


„ Do. . 


22 




3 


5 


56 


14 


7 


Apr. 12 


,, Goods due 
















„ 25 


„ Cash . . 


5 




1 


m 


mm 


— 


— 


12 May 


49 




A 




195 


10 


ft 


„ 30 


ff Interest . 










6 


4 


























June 15 


„ Cash . . 


15 




2 


- 


50 


— 


- 


n it 


,, Balance 
















„ 20 


„ Goods 


10 


jH 


6 


10 


248 


3 


10 




c/d . 










228 


5 


1 


„ 30 


T ft farpat 1 
































ff llllCiCol • 




B 




































8 






£803 


18 


3 














£803 


18 


3 


June SO 


To Balance 




18 






























b/d . 




8 






228 


5 


1 




London, 




















E. A O.E. 


















30th Ju 


ne, 1 


9 


















1 














G. Gr 


KB 


N. 











Example A2. Same as Al, but interest calculated by means of 
products . 1 



Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Cr. 



Date 


Particulars 


-Amount 


Days 


Pro- 

ducts 


Date 




is 




Pro- 

ducts 


19— 




£ 


s. 


d. 






19— 




< 


s. 


d. 






Jan. 1 


To Balance . 


127 


16 


8 


181 


23,168 


Feb. 10 


By Cash . . 


mm 


- 


- 


140 


8,400 

30,353 


Feb. 25 


„ Bill due 










„ 23 


„ Goods . . 


239 


4 


11 


127 




28 Mar. . 


■ED 


_ 


— 


94 


9,400 


May 19 


„ Do. . . 


113 


9 


8 


42 


4,746 


Mar. 10 


„ Cash . . 


75 


— 


— 


112 


8,400 


June 8 


„ Do. . . 


56 


14 


7 


22 


1,254 


Apr. 12 


„ Goods due 










„ 25 


„ Cash . . 


■XiTH 


— 


— 


5 


500 


12 May . 


195 


10 


6 


49 


9,604 


„ 30 


Balance of 












June 15 


„ Cash . . 


50 


— 


— 


15 


750 




Products 










8,549 


,, 20 


„ Goods . . 


248 


3 


10 


10 


2,480 


99 99 


„ Balance c/d 


228 


5 


1 






„ 30 


„ Interest on 




























Balance 
of Pro- 
ducts: 




























*8,549x10 


1 


























73,000 


9 


5 
























797 


14 


3 




53,802 






797 


14 


3 




53,802 


June 30 


To Balance b/d 


228 


5 


1 





















1 This method is recommended to students as the best for examinations. 
1 The net result of all the interest calculations is thus equal to 1 day’s 
interest on £8,549 at 5 per cent per annum. 
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Example A3. Same as A2, but interest calculated from beginning 
of period of account, or epoque, to due date of each transaction. 



Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Cf. 



Date 


Particulars 


Capital 
or Prin- 
cipal 


Days 


Pro- 

ducts 


Data 


Particulars 


Capital 
or Prin- 
cipal 


Days 


Pro- 

ducts 


If — 




.*7 


r. 


A 




SI Dec. 


19— 






£ 


$. 


A 






Ja*. 1 


To Balance 


16 


6 


— 


*po 


Feb. 


10 


By Cash . . 


60 


- 


- 


41 


2,460 














i&r 


28 




Goods . . 


2S9 


4 


11 


54 


12,906 


Feb. 25 


„ Bill due 












19 




Do. . . 


he 


9 


8 


139 


15,707 




28 Mar. . 


100 


— 


— 


87 


8,700 


June 


8 




Do. . . 


56 


14 


7 


159 


9,069 


Mar. 10 


„ Cash . . 


75 


— 


— 


69 


5,175 




25 




Cash . . 


100 


— 


— 


176 


17,600 


Apr. 12 


„ Goods due 












SO 




Balance of 












12 May . 


105 


10 


6 


1S2 


25,872 








Principal: 












June 15 


„ Cash . . 


iEj 


— 


— 


166 


8,300 








W&ZtfiL n 










41,268 


„ 20 


M Goods . . 


248 


s 


10 


171 


42,408 
















181 


M *0 


„ Balance of 














n 


22S 


1 


1 








Products. 










8,549 


















n 99 ; 


„ Interest on 






























Balance 
of Pro* 
ducts: 
































8,540x10 


































1 


s 


5 




























£797 


14 


3 




99,004 










£797 


14 


3 




99,004 


Jane SO 


To Balance b/d 


228 


5 


1 

























Example A4. Same as A2, but interest calculated by means of 
interest numbers. 



Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Cr. 



Date 


Particulars 


Amount 


Days 


Inter- 

est 

Nos. 


Date 


Particulars 


Amount 


Days 


Inter- 

est 

Nos. 


If— 




£ 


«. 


A 










£ 


t. 


A 






Jan. 1 


To Balance 


127 


16 


6 


181 


232 


Feb. 10 


By Cash . . 


60 






140 


84 


Feb. 25 


„ Bill due 












., 28 


„ Goods . . 


289 


4 


11 


127 


304 




28 Mar. . 


MM 


— 


- 


94 


94 


May 19 


.. Do . . 


118 


9 


8 


42 


47 




„ Cash . . 


75 


- 


— 


112 


84 


June 8 


Do* . . 


56 


14 


7 


22 


IS 


Apr. 12 


„ Goods due 












„ 25 


„ Cash . . 


EEC 


— 


— 


5 


6 




12 May . 


195 


10 


6 


49 


96 


„ 80 


„ Balanoe of 












June 15 


„ Cash . . 


50 


— 


— 


15 


8 




„ Interest 












„ 20 


„ Goods . . 


248 


8 


10 


10 


25 




Nos. . . 










80 


M W 


„ Interest on 
Balance 












» n 


„ Balance c/d 


228 


5 


1 








of Nos. 




























86 x 10 




























780 


1 


8 


5 
























£797 


14 


3 




539 






11 


14 


8 




589 



SO 
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1 » 



Example As. Interest calculated by means of products, but 3^ 
per cent charged on debit items, and \\ per cent allowed on credit 
items. 



Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Cr. 



Date 




mm 


Days 


Pro- 

ducts 


Date 


Particulars 


Amount 


Days 


Pro- 

ducts 


1® — 




£ 


t. 


d. 






19— 




£ 


s. 


d. 






Jan. 1 


To Balance . 


127 


16 


6 


181 


23,168 




By Cash . . 


H 


— 


— 


140 




Feb. 25 


„ Bill due 










„ 23 


„ Goods 


239 


4 


11 


127 






28 Mar. 


100 


- 


- 


94 


9,400 


May 19 


„ Do. . . 


113 


9 


8 


42 


4,746 


Mar. 10 


„ Cash . . 


75 


— 


— 


112 


8,400 


June 8 


„ Do. . . 


56 


14 


7 


22 


1,254 


Apr. 12 


„ Goods due 










„ 25 


„ Cash . . 


mm 


— 


- 


5 


500 


12 May 


195 


10 


6 


49 


9,604 
















Jane 15 


„ Cash . . 


50 


— 


_ 


15 


750 
















#* 20 


„ Good* 


248 


3 


m 


10 


2,480 




























53,802 














45,253 














7 














9 














376,614 














407,277 




To Balance of 










„ 30 


By Interest 












Products 










80,663 




on Ba- 
lance of 
Products : 
































8 


5 




















»» *» 


„ Balance 




























c/d 


226 


13 


3 










£796 


ffl 


10 




407,277 






£796 




10 




407,277 


Jane SO 


To Balance 


























b/d . 


226 


13 


3 





















Example B. R. Reed has the following transactions with W. 
White- 

19.. 

Jan. 1. Sold goods to White, £140. 

Feb. 15. Remittance received from White, £50. 

Mar. 2. Bought goods from White, £345. 

„ 3. Accepted White's draft at 1 m/d for £100. 

April 11. Cash paid to White, £100. 

„ 30. Goods sold to White, £116, due end of May. 

May 11. Bought goods from White, £85. 

„ 31. Sold goods to White, £125. 

June 15. Bought goods from White, £145, due end of July. 

Make out an account current to be rendered by R. Reed at 30th 
June, bringing interest into account at the rate of 5 per cent per 
annum. 



Example Bi. Interest calculated on each item from due date of 
each transaction to end of period of account, similar to Al, but 
introducing Red Ink Interest (shown in heavy type). 
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Dr. W. WHITE IN ACCOUNT CURRENT WITH R. REED Cr. 



D 






Inter- 

est 


Amount 


Date 


Particulars 


Daysj 


Inter* 

est 


Amount 


19— 






£ 


$. 


d. 


r 


a. 


d. 


19— 






£ 


s. 


d. 


£ 


a. 


d. 


Jan. 1 


To Goods 


180 


3 


9 


_ 


mm 


— 


- 


Feb. 15 


By Cash 


135 




18 


6 


50 


— 


- 


Mar. 3 


„ Bill due 
















Mar. 2 


„ Goods 


WEm 


5 


13 


5 


345 


— 


- 




6 Apr. . 


85 


1 


8 


4 


■ Ej] 


- 


- 


May 11 


„ Do. . 


50 




11 


8 


85 


- 


- 


Apr. 11 


„ Cash . . 


80 


I 


1 


11 


Pm 


— 


— 


June 15 


„ Do. due 
















„ 30 


„ Goods due 


















31 July 


81 




12 


4 


145 


- 


- 




31 May 


30 




9 


6 


116 


- 


- 


„ 30 


„ Interest . 




— 


— 


— 


7 


3 


7 


May 30 


„ Goods 


30 




10 


3 


125 


— 


- 




















June 30 


„ Redink 










■ 


























Interest 










■ 


























as per 










H 


























contra 






12 


4 


























M M 


„ Interest . 




— 


— 


— 


H 


6 


4 




















n tt 


„ Balance < 




































c/d. J 










43 


17 


3 
































£632 


3 


7 














£632 


3 


7 




















June 30 


By Balance 




































b/d . 










43 


17 


1 



Note. The item on the 15th June ought not to be settled till the 31st July. 
It is, however, being settled on the 30th June, that is, 31 days before the 
proper time. Interest on the money for 31 days must, therefore, be debited 
to the account. 



Example Ba. Same as Bl, but interest (including red ink interest) 
calculated by means of products. 1 

Dr. W. WHITE IN ACCOUNT CURRENT WITH R. REED Cr. 



Date 


Particulars 


Amount 


Days 


Pro- 

ducts 


Date 


Particulars 


Amount 


Days 


Pro- 

ducts 


19— 






a. 


4. 






19— 




£ 


r. 


d. 






Jan. 1 
Mar. 3 


To Goods 




— 


imvim 




Feb. 15 


By Cash . . 


50 


— 


— 


135 


6,758 


„ Bill due 










Mar. 2 


„ Goods . . 


345 


- 


_ 


120 


41,400 




6 Apr. . 


100 


- 


- 


85 




May 11 


,, Do. . . 


85 


- 


- 


50 


4,250 


Apr. 11 


„ Cash . . 


\mm 


— 


- 






June 15 


„ Do. due 










„ 30 


„ Goods due 










31 July . 


145 


- 


- 


81 


4,40* 




31 May . 


116 


- 


- 


30 




„ 30 


„ Balance of 












May 31 
June 30 


„ Goods 
„ Red Ink 


125 




~ 


m 


3,750 




Products 










1,025 


Interest 




























as per 
contra . 










4,495 
















• 90 


„ Interest on 


























balance 




























of pro- 
ducts: 
































2 


9 
















































tt tt 


„ Balance c/d 


43 


17 


3 
























£625 




- 




53,425 






£625 


- 


- 




53,425 
















June 30 


By Balance 


























b/d . . 


43 


17 


9 







1 This method is recommended to students as the best for examinations. 



Example B3. Same as B2, but interest calculated from due date 
of each transaction to epoque or beginning of period of account. 
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Dr. W. WHITE IN ACCOUNT CURRENT WITH R. REED Cr. 



Date 


Particulars 


ESH 




Pro- 

ducts 


Date 


Particulars 


Amount 


Days 


Pro- 

ducts 


19 — 




l £ 


s. 


d. 






19 — 




n 


D 


□ 






Jan. 1 


To Goods . . 


EEl 


- 




— 


iPoque 


Feb. 15 


By Cash . . 




B 


B 


45 


2,250 


Mar. 3 


„ Bill due 












Mar. 2 


„ Goods . . 


345 




B 


60 


20,700 




6 April . 


mm 


— 


H 


95 


■•rami 


May 11 


„ Do. . . 


85 


B 


_ 


130 


11,050 


Apr. 11 


„ Cash . . 


100 


— 


H 


100 


1 [1X111111 


June 15 


„ Do. due 












„ 30 


„ Goods due 






■ 








81 July 


145 


_ 


- 


211 


30,595 




31 May . 


116 


— 


H 


150 


ujmi 
















May 31 


„ Goods . 


125 


- 


HI 


150 


18,750 
















June 30 


„ Balance of 




























Capital, 






■ 






















£44 . . 






HI 


180 


K 
















»» »» 


„ Balance of 






Hi 






















Products 






Hi 




1,025 
















»» 


„ Interest on 






Hi 






















Balance 






H 






















of Pro- 






Hi 




j 


















ducts: 






Hj 






















1025 x 10 




2 


1 






















73,000 


























»» »» 


„ Balance c/d 


43 


17 


3 




■ 




















£625 




- 




64,595 






£625 








64,595 
















June 30 


By Balance 




























b/d . . 


43 


17 


8 







Example B4. Same as B2, but interest calculated on the vary- 
ing balance of the account from the date of one transaction to the 
date of the next, allowing for any items debited or credited before 
their due dates. 



Dr. W. WHITE IN ACCOUNT WITH R. REED Cr. 



Date 


Items 




Amount 


Due Date 


Days 


| Products 


| Dr. 


Cr. 


19— 






1 £ 


$. 


d. 






1 £ 


£ 


Jan. 1 


To Goods . . 


Dr. 




— 


- 




45 






Feb. 15 


By Cash . . 


Cr. 




~ 


- 














Dr. 


90 


_ 


_ 


..... . 


15 


1,350 




Mar. 2 


By Goods . . 


Cr. 


345 


- 


- 














Cr. 


255 


_ 


_ 




1 




255 


M 3 


To Bill Payable 


Dr. 


IK3 


- 


- 


6 April . . 


34 










Cr. 


1 155 


_ 


_ 




39 




6,045 


April 11 


To Cash . . 


Dr. 


■sa 


- 


- 














Cr. 


55 


_ 


_ 




19 




1,045 


„ 30 


To Goods . . 


Dr. 


116 


- 


- 


31 May . . 


31 




3,596 






Dr. 


61 


_ 


_ 




11 


671 




May 11 


By Goods . . 


Cr. 


85 


- 


- 














Cr. 


24 


_ 


_ 




20 




480 


h 31 


To Goods . 


Dr. 


125 


- 


- 














Dr. 


101 


_ 


_ 




15 


1,515 




June 15 


By Goods . . 


Cr. 


145 


- 


- 


31 July ; ; 


46 


6,670 








Cr. 


44 


_ 


_ 





15 




660 


M 30 


To Interest on 




















Balance of 




















Products : 




















1025 x 10 


Dr. 




2 


9 












73,000 






















Cr. 




m 


3 






£16,506 


£16,506 










BBM 


■w. 











Note. This method is sometimes called the " Hamburg " method. 
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AVERAGE DUE DATE 

Definition. The average due date is the mean, or equated, date 
on which a single payment may be made in lieu of several payments 
on different dates. 

For what Purpose Used. The average due date method of pay- 
ment is used in the settlement of bills and contra accounts, and for 
calculating interest (a) on partners' drawings, (b) on the realization 
of book debts in a partnership liquidation. 

Process of Working. The method of working is as follows — 

1. Take any convenient date, preferably the first due date of the 
transactions, as a starting-point. 

2. Multiply the amount of each transaction by its number of days 
from the starting-point. Fractions of a pound under ten shillings 
are ignored ; ten shillings and over are counted as another pound. 

3. Add up these various products into one total. 

4. Add up the amounts of the various transactions into one total. 

5. Divide the total of the products by the total amount of the 
transactions. 

6. The result will be the number of days that the average due date 
is subsequent to the starting-point. This date can then be calculated, 
one-half of a day or over being counted as another day, and frac- 
tions under one-half being ignored. 

If we base our calculations on the last due date as the starting- 
point, the answer will give us the number of days that the average 
due date is previous to the starting-point. Should we select an inter- 
mediate date as the epoque or fixed starting-point, then we must 
take the difference between the two lots of products, i.e. those 
previous to the epoque and those subsequent to it. The balance 
belongs to the side of the greater products. If the products above 
the epoque transaction are the greater, the average due date will be 
prior to the starting-point ; if the products below the epoque trans- 
action are the greater, then the average due date will be subsequent 
to the starting-point. 

Where there are both debit and credit items, a starting-point 
must be fixed, either one of the inside or one of the outside dates, 
but preferably the first due date. Each side must then be treated 
separately. Divide the balance of the products by the balance of 
the money columns. The result will show the number of days that 
the average due date is from the epoque or base date. 

Example i. A merchant has purchased goods, the due dates of 
which are as follows — 

March 15th, £220, due April 18th. 

April 21st, £125, due May 24th. 

April 27th, £200, due June 30th. 

May 15th, £350, due July 18th. 
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He wishes to give a bill for the total amount due, the bill to be 
drawn payable on the average due date. Ascertain this date. 

1. Take 18th April as starting-point. 



April 18th = 


0 days from starting-point, 


May 24th = 


36 




June 30th = 


73 


»* 


July 18th = 


91 


*» 


Amounts 


Days 


Products 


£220 x 


0 = 


0 


125 X 


36 


4,500 


200 X 


73 = 


14,600 


350 X 


91 


31,850 


£895 




50,950 



= 57 nearly. The average due date is, therefore, 57 days 
from starting-point. Calculating this, we find the average due date 
is the 14th June, i.e. 12 in April, 31 in May, 14 in June. 

2. Take 18th July as starting-point. 



Amounts 




Days 


Products 


£220 


X 


91 = 


20,020 


125 


X 


55 * 


6,875 


200 


X 


18 


3,600 


350 


X 


0 


0 


£895 






30,495 


30,495 -r 895 


1 = 


34. The average due 



previous to 18th July. This works out to 16 days from the end of 
June (18 in July and 16 in June). June 30th — 16th = 14th June, 
as before. 

3. Take 30th June as starting-point. 



Amounts 


Days 


Products 




£220 


X 73 - 


16,060 




125 


X 37 


4,625 


20,685 


200 


Zero Date 




350 


X 18 




6,300 


£895 






14,385 



The number 14,385 is the difference between the totals of the 
products previous to the starting-point and subsequent to it (20,635 
-6,300). The balance belongs to the side of the greater products, 
and the due date in this case will consequently be prior to the 
starting-point. 

14,385 -T- 895 = 16. The average due date is, therefore, June 
30 - 16, that is, the 14th June, as in the two previous examples. 
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Example 2. S. Spender, a partner in the firm of Wise & Co., 
has, during the year, drawn for his own use the following sums — 
17th Jan., £20; 25th Feb., £15; 15th Mar., £25; 19th Apr., £16; 
14th May, £22; 23rd June, £19; 18th July, £24; 25th Aug., £18; 
20th Sept., £25; 16th Oct., £17; 21st Nov., £21 ; 25th Dec., £30. 

He is to be charged interest thereon at 5 per cent per annum up 
to the end of the year. Work out the total interest by means of the 
average due date method. 



Amounts 




Days 




Products 


£20 


X 


348 


= 


6,960 


15 


X 


309 


= 


4,635 


25 


X 


291 


= 


7,275 


16 


X 


256 


= 


4,096 


22 


X 


231 


S= 


5,082 


19 


X 


191 


B 


3,629 


24 


X 


166 


SB 


3,984 


18 


X 


128 


= 


2,304 


25 


X 


102 


as 


2,550 


17 


X 


76 


a= 


1,292 


21 


X 


40 


= 


840 


30 


X 


6 


*= 


180 


£252 








42,827 



42,827 ~ 252 gives 170 days prior to 31st Dec. at the average 
due date; Interest on £252 at 5 per cent for 170 days = 252 x 
•023287 (table, page 134) = £5-868 = £5 17s. 4d. 

We will now verify our answer by means of the product method. 
The products will be the same as before, namely, 42,827 



42,827 x 10 
73,000 



>£5-867 



>£5 17s. 4d. 



We will next verify our answer by ascertaining the interest on 
each item separately. 



Date 


Days 


Amount 


Decimals 
(Table pp. 134 


Interest 


Jan. 


17 


348 


A 


i, 


d. 


and 135) 
•047671 


l s. d. 
19 1 


Feb. 


25 


309 


15 


- 


- 


•042328 


12 8 


Mar. 


15 


291 


25 


- 


- 


•039863 


19 11 


April 

May 


19 


256 


16 


_ 


_ 


•035068 


11 3 


14 


231 


22 


- 


- 


•031643 


13 11 


June 


23 


191 


19 


- 


- 


•026164 


9 11 


July 


18 


166 


24 


- 


- 


•022739 


10 11 


Aug. 


25 


128 


18 


- 


- 


•017534 


6 4 


Sept. 


20 


102 


25 


- 


- 


•013972 


7 - 


Oct. 


16 


76 


17 


- 


— 


•010411 


3 6 


Nov. 


21 


40 


21 


- 


- 


•005479 


2 4 


Dec. 


25 


6 


30 


- 


- 


•000822 


6 



,£252 



>£5 17 4 
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Example 3 . C. Chambers sells goods to S. Coles, as under — 

4th Jan., £250; 18th Feb., £175; 24th Mar., £210. 

He also buys goods from S. Coles as follows — 

23rd Jan., £125; 10th Max., £236; 17th April, £85. 

Chambers's terms are bill at two months, but Coles's terms are 
bill at one month. Both parties, however, desire payment at the 
equated date. When will this be, and for what amount? 



Dr. s. COLES IN ACCOUNT WITH C. CHAMBERS Cr. 



Date 


Item 




Amount 


* 

Q 


Pro- 

ducts 


Date 


Item 


Due 

Date 


Amount 


* 

Q 


Pro- 

ducts 


19 — 

Jan. 4 
Feb. 18 
Mar. 24 


To Goods 

H »» 


19- 

Mar. 7 
Apr. 21 
May 27 


i 

250 

175 

210 


s. 


d. 


9 

54 

90 


2,250 

9,450 

18,900 


19— 

Jan. 23 
Mar. 10 
Apr. 17 


By Goods 
I! Bal.c/d 


19— 

Feb. 26 
Apr. 13 
May 20 


125 

236 

85 

189 


5. 


d. 


46 

83 


Start- 

ing 

point. 

10,856 

7,055 

12,689 








£635 








30,600 








£635 




~ 




30,600 




ToBal.b/d 




189 


- 


- 























12689 _ £ 67 days from starting-point = 4th May 

189 ' | (2 in Feb., 31 in March, 30 in April, and 4 in May). 

On 4th May, then, Coles must pay Chambers £189. 

Note. Days of grace, i.e. three days must be included when 
calculating due dates. 

Average Due Date and the Table of Days. The Table of Days on 
page 131 will be found very serviceable in determining quickly and 
accurately the day and month of the average due date. Let us 
refer to Example 1 on page 142. We require to know the average 
due date, which the answer says is 57 days from the starting-point, 
viz. 18th April. From the table we find — 

Number corresponding to 18th April = 108; 108 + 57 = 165. 

Date corresponding to the number 165 = 14th June. 

Again, in Example 3 (above) the average due date, according to 
the answer, is 67 days from the starting-point of 26th Feb. From 
the table — 

26th Feb. = 57; 57 + 67 = 124; 124 = 4th May. 

QUESTIONS ON CHAPTER IV 
A 

1. What is an Account Current? Explain the meaning of the following — 
“ F. Smithers in Account Current with P. Jones/ 1 

2. Explain, with example, how the days in any given period are calculated. 
What variations exist with regard to the number of days (a) in a month, 
(6) in a year? 

3. When transactions have both a date of entry and a due date, from which 
date does interest commence ? 
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4. When is the initial date in an account current (a) counted, ( b ) not counted ? 
At what date should the balance of an account current be brought down, 
and why ? 

5. Find, by means of actual calculation, the number of days from 16th 
January to 29th May, and verify your answer by means of the Table of Days 
on page 131. 

6. Explain briefly the three different ways of reckoning interest, in accounts 
current, as regards the number of days. 

7. Explain briefly the three different methods of calculating the amount 
of interest in accounts current. 

8. What is meant by the following terms: English method. Continental 
method, Hamburg method ? What is the disadvantage of the so-called English 
method ? 

9. Ascertain, at sight, the interest represented by the following decimals — 

(a) -765428; (b) -954907; (c) -387619; (d) -858762. 

10. Find, by actual calculation, the interest on £179 for 239 days at the 
rate of 5 per cent per annum, and verify your answer by means of the Interest 
Tables on page 133. 

B 

1. Explain what variation in calculation is necessary when different rates 
are charged on debits and credits in the same account current. 

2. What is Red Ink Interest ? How does it arise ? How is it dealt with ? 

3. Explain the phrase, “Balance of Capital or Principal/’ and what treat- 
ment it requires in particular accounts current. How does leap year affect 
the number of days in the monthly calculation ? 

4. On which side is the balance of products entered, and to which side does 
It belong? 

5. On which side is the balance of interest entered, and to which side does 
it belong — 

(а) In the forward method ? 

(б) In the backward or Spoque method ? 

(c) In the “ steps '* method ? 

6. When there is “ red ink ” interest on both sides of an account current, 
how is it treated ? 

7. What is meant by “ average due date " ? For what purposes is such 
method of calculation used ? 

8. Explain briefly the process of ascertaining the average due date of 
several transactions. 

9. How would the same average due date calculation be affected — 

(a) By taking the first due date as the starting-point ? 

(b) „ „ „ last „ „ „ „ ? 

(c) „ „ an intermediate „ „ „ ? 

10. How is the average due date ascertained when there are several debit 
and several credit transactions of varying due dates? 

EXERCISE IV 

1. What do you understand by an Account Current? Make out such an 
account for Yeadon A Co. from the following — 

Jan. 1. Sold Goods to Marshall ft Co., £200, due 1st March. 

Feb. 1. Received cash from Marshall & Co., £100. 

Mar. 1. Bought Goods from Marshall ft Co., £500, due 1st May. 

April 1. Paid Marshall & Co., £300. 

May 1. Bought Goods from Marshall ft Co., £200. 

June 30. Sold Goods to Marshall ft Co., £300. 

Interest 5 per cent, the account to be made up to 30th June. (L&ncashirf 
and Cheshire Union,) 
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2. The undermentioned transactions took place between Robertson & Co., 
of London, and Tmmper & Co., of Melbourne — 

i 

Dec. 31. Balance owing by Trumper & Co. to Robertson & Co. at 

this date . . . . . . . . . 500 

Jan. 7. Robertson & Co. shipped Goods to Tmmper & Co. . . 300 

April 10. Bank Draft received this day by Robertson & Co. from 

Tmmper & Co. ........ 600 

„ 15. Robertson & Co. paid on behalf of Tmmper & Co. — 

Charges, Orient Mail S.S. Co. ... . • 50 

London Packing Co., Ltd.- . . . . . 100 

Prepare Account Current bearing interest at 5 per cent to be rendered by 
Robertson & Co. to Tmmper & Co., as on 30th April. (Royal Society of Arts.) 

3. Define an " Account Current/' and make out such an account for Alfred 
Brown in respect of the following transactions with Charles Dawson — 

1936. 

Jan. 17. Goods sold to Charles Dawson, £200, due 1st February. 

Feb. 1. Received cash from Charles Dawson, £50. 

Mar. 18. Goods bought of Charles Dawson, £300, due 1st April. 

April 1. Paid to Charles Dawson, cash, £200. 

May 1. Goods bought of Charles Dawson, £150. 

„ 10. Goods sold to Charles Dawson, £120, due 1st June. 

The account to be made up to 1st June, 1936, interest to be at 6 per cent 
per annum, which may be calculated by months instead of days. (Lancashire 
and Cheshire Union.) 

4. T. Tongs has the following transactions with P. Parker — 

July 3. Sold goods to P. Parker, £175 16s. lid. 

Aug. 14. Remittance from P. Parker, £75 15s. 6d. 

Sept. 8. Goods bought of P. Parker, £319 10s. 7d. 

„ 10. Accepted P. Parker's draft, dated 9th inst., at 1 m/d for £125. 

Oct. 15. Cash paid to P. Parker, £95 14s. lOd. 

„ 31. Goods invoiced to P. Parker, £138 2s. 8d. due 1 m/d. 

Nov. 9. Bought goods from P. Parker, £65 18s. 3d. 

„ 30. Sold goods to P. Parker, £115 17s. lid. 

Dec. 20. Bought goods from P. Parker, £167 7s. 9d. 

Make up an Account Current to be rendered by T. Tongs at 31st Dec., 
bringing interest into account at the rate of 5 per cent per annum. 

5. From the following particulars make up an Account Current to be 
rendered by C. Evans to W. Wood, as at 31st December, reckoning interest 
at 5 per cent per annum — 

July 5. Sold goods to Wood, £163 9s. lOd. 

Aug. 12. Remittance from Wood, £66 16s. 6d. 

Sept. 7. Bought from Wood, £356 6s. lid. 

„ 8. Accepted Wood's draft at 1 m/d for £110 10s. lOd. 

Oct. 12. Cash paid on account of Wood, £99 9s. lid. 

„ 30. Goods sold to Wood, £127 13s. 4d., due end of November. 

Nov. 13. Bought goods from Wood, £92 13s. 3d. 

„ 30. Sold goods to Wood, £136 5s. 8d. 

Dec. 11. Bought goods from Wood, £155 15s. 5d., due 11th January. 

„ 17. Sold goods to Wood, £129 16s. 4d., due 17th January. 

6. E. Easton receives on account of W. West — 

10th Jan., £120 2s. lid. j 15th Feb., £250 9s. 6d. j 21st Mar., £300 15s. lOd. : 
18th April, £275 16s. 8d. 
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He pays on account of W. West — 

15th Jan., £75 15s. 8d. ; 8th Feb., £199 18s. lOd. ; 16th Mar., £256 10s. 0d. ; 

20th April, £240 3s. 6d. 

Make up an Account Current to end of June, charging and allowing interest 
at the rate of 6 per cent per annum. 

7. From the following particulars construct an Account Current as at 
25th April, reckoning interest at 5 per cent per annum, and show amount of 
cheque in settlement — 

N. NORTHCOTE IN ACCOUNT WITH S. ANDERSON & CO. 

19— £ s, d. 19— £ s. d. 

Apr. 16. To your Draft at Apr. 18, By Cash as per 

sight . . 250 - - A/c Sales . 355 2 10 

„ „ „ Charges as per „ 22. „ Ditto . . 75 16 4 

A/c Sales . 127 17 11 „ „ „ Proceeds as 

„ 18. „ Advertising . 1 15 6 per A/c Sales 

„ 25. „ Our Commis- due 15th May 238 18 11 

sion . . 33 9 11 

8. From the following particulars construct an Account Current, reckoning 
interest at 5 per cent per annum to 30th June — 



O. JORDAN IN ACCOUNT WITH T. TETLOW 



19— 






' £ 


s. 


d. 


19— 




£ 


s. d. 


Jan. 1. 


To Balance . 


771 


10 


8 


Feb. 12. By 


A/c Sales 


of 




„ 23. 




Cash paid to 








Cotton 


. 1,019 


18 8 






meet your 








Apr. 30. „ 


A/c Sales of 








sight Draft . 


55 


8 


•6 


Cotton 


. 957 


4 2 


Feb. 8. 


»» 


Acceptance of 




















your Draft 
due 11th Mar. 


300 


_ 












„ 26. 


it 


Cash paid to 




















meet your 
Sight Draft . 


52 


12 


7 










Mar. 9. 


) » 


Acceptance of 




















your Draft 
due 12th May 


800 


_ 












Apr. 15. 


»» 


Cash paid to 




















meet your 
Sight Draft . 


110 


10 


5 










May 10. 


ii 


Ditto . 


92 


16 


8 










June 8. 


>t 


Acceptance of 




















your Draft 
due 11th Aug. 


200 


- 


- 











9. M. Bressloff of Liverpool dispatched goods to his agent, M. Goodman 
of Calcutta, and the agent forwarded sale sheets as under — 

12th Jan., £420 10s. 6d.; 15th Feb., £356 9s. lid.; 21st Mar., £238 
18s. lOd. ; 10th April, £127 2s. 8d. 

The terms of payment were net cash in Liverpool two months from date of 
sale sheet. Remittances were made as follows — 

10th Mar., £250; 10th April, £150; 6th May, £250; 15th June, £350. 
Settlement was to be effected half-yearly, on the basis of an Account Current, 
with interest at the rat® of 5 per cent per annum. Draw up the Account 
Current and show balance due on 30th June. 
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10. From the following particulars, draw up an Account Current as at 
31st May, reckoning interest at 5 per cent per annum — 

C. CEDAR IN ACCOUNT WITH J. HUGHES 



19— 




£ 


s. 


d , . 


19— 




£ 


s. 


d. 


Jan. 1. 


To Balance . 


287 


11 


5 


Feb. 10. 


By Net Proceeds, 








„ 26. 


„ Cash paid to 










A/c Sales of 










your Sight 










Cotton, due 










Draft . 


50 


4 


7 




end of Feb. . 


965 


13 


10 


Feb. 6. 


„ Acceptance of 








May 15. 


„ Net Proceeds, 










your Draft @ 










A/c Sales ol 










2 m/d . 


500 


- 


— 




Cotton, due 








„ 25. 


„ Cash paid to 










end of May . 


1,017 


2 


8 




your Sight 




















Draft . 


125 


10 


6 












Apr. 6. 


„ Acceptance of 




















your Draft @ 




















2 m/d . 


500 


- 


- 












„ 11. 


,, Cash paid to 




















your Sight 




















Draft . 


120 


15 


6 












May 11. 


„ Ditto . 


225 


16 


2 













11. The following sums have been drawn by J. Stewart, a partner in the 
firm of Flowers & Co. — 

15th Jan., £35; 20th Feb., £ 45 ; 18th Mar., £ 35 ; 20th April, £ 25 ; 13th 
May, £ 26 ; 15th June, £ 15 ; 20th July, £42; 17th Aug., £34; 21st Sept., 
£32 ; 14th Oct., £28; 18th Nov., £35; 21st Dec., £38. 

Make up his Drawings Account as at 31st December, charging interest at 
5 per cent per annum, and calculating same by means of the product method, 
as in accounts current. 



12. From the following prepare an Account Current, reckoning interest at 
5 per cent per annum to end of March — 



L. LOCKE IN ACCOUNT WITH K. KAY 



19— £ s. d. 

Jan. 1. To Balance . . 125 15 3 

Feb. 12. „ Goods . . 62 10 6 



19- 


- 




£ 


s. 


d. 


Feb. 


10. By Cheque . 


70 


- 


- 


,, 


15. 


,, Draft @ 1 m/d 


65 


- 


- 


Mar. 


5. 


„ Expenses 


15 


11 


3 


9f 


31. 


„ Postages 


1 


12 


6 


99 


» 


„ Commission 


1 


2 


6 



13. Prepare an Account Current, to be rendered by O. Oldham, of Bombay, 
to N. Newton, of Manchester, from the following particulars — 

Balance due to N. Newton on 1st Jan., £753 2s. lid. 

N . Newton accepted drafts as under — 

29th Jan., £250 at 1 m/d; 28th Feb., £250 at 1 m/d; 31st Mar., £250 
at 1 m/d. 

Payments made on account of O. Oldham — 

22nd Jan., £27 16s. 4d.; 12th Feb., £106 12s. 6d.; 11th April, £152 
3s. lid.; 13th May, £236 12s. lOd. 

Credits to O. Oldham — 

27th Jan., net proceeds of Account Sales of Cotton, £1,617 14s. 8d., 
due 15th March; 24th May, net proceeds of Account Sales of Cotton, 
£606 2s. 8d., due 15th June. 

Interest to be calculated at 5 per cent to end of June. 



14. A. Ashton, of London, sells goods to B. Beech, of Calcutta, for payment 
in London on the average due date. The sales are due as under — 

5th June, £726 16s. 2d.; 12th July, £979 17s. 8d. ; 26th Aug., £1,127 
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Find the average due date by taking 5th June as the starting-point, and 
verify your answer by taking (a) 18th Sept., (b) 26th Aug., as starting-points 
respectively. 

15. A merchant desires to ascertain the average date on which to draw for 
the total amount due, as follows — 

5th June, £ 355 9s. lOd. ; 8th July, £466 16s. 8d. ; 11th Sept., £229 14s. 7d. 

State the average due date, and show the process of working. 

16. A merchant trading with a distant colonial market allows long credit, 
and his terms of payment are : “ All goods purchased during the month to 
be drawn for on the 15th of the following month, at six months, plus bill 
stamp.** Goods are sold as follows — 

12th Jan., £375 2s. 9d. ; 26th Feb., £268 16s. 6d. ; 3rd March, £349 14s. 4d. | 

19th March, £186 3s. 7d. 

The total is drawn for at the average due date. Ascertain this date. 

17. A merchant has purchased goods the due dates of which are as under — 

12th Aug., £156 15s. 9d., due on 12th Sept. 

21st Aug., £298 4s. 5d., „ 1st Oct. 

23rd Sept., £127 17s. 2d., „ 1st Nov. 

9th Oct., £395 5s. 8d., ,. 19th Nov. 

Payment is arranged to be made for the total amount at the average due 
date. What is this date ? 



18. E. Ellis, a partner in the firm of Forest & Co., has, during the year, 
drawn for his own use the following sums — 

11th Jan., £25; 15th Feb., £15; 18th March, £28; 13th April, £25; 17th 
May, £22; 20th June, £25; 23rd July, £24 ; 12th Aug., £26; 14th Sept., £21 1 
16th Oct., £23; 15th Nov., £28; 21st Dec., £35. 

He is to be charged interest at the rate of 5 per cent per annum on the total 
amount at the average date. Ascertain this interest, and verify your answer — 
41) By means of the product method as in accounts current) 

(2) By calculating the interest on each item separately. 

19. F. Elliott sells goods to P. Pine as under — 

12th July, £26 13s. 2d. ; 20th Aug., £129 5s. lOd. ; 15th Sept., £265 17s. lid. 
He also purchases goods from P. Pine as follows — 

20th July. £178 4s. 8d. ; 10th Aug., £296 18s. 6d. ; 22nd Sept., £97 6s. 8d. 
Elliott gives only one month's credit, but Pine allows two months. Both 
parties, however, desire settlement at the equated date. When will this be, 
and for what amount ? 

20. Jones and Brown dissolve partnership on 1st January, and their Balance 
Sheet, after all adjustments, was as follows — 

BALANCE SHEET as at 1st Jan. 




Brown is to take over the Fixtures at their book value, to allow Jones 
£700 for his share of the Goodwill, and to pay him the amount due as and 











ACCOUNTS CURRENT, AVERAGE DUE DATE 



151 



when realized, interest to be brought into account at the rate of 5 per cent per 
annum. The Debtors were realized at an average date of eight months,, 
and the Creditors paid at an average date of five months, from the date of 
dissolution. Brown paid Jones £650 on 15th March, £650 on 15th June, £65fr 
on 15th September, and the balance on 3 1st December. Draw up the Account 
Current, and show the final payment made to Jones. 



REVISION EXERCISE IV 

1. What do you understand by — 

(a) Nominal account, 

(b) Real account, 

(c) Personal account ? 

Give two examples of each. (Lancashire and Cheshire Union.) 

2. Write up in the several books to which they properly belong, the following 
transactions — 

19.. 

Jan. 2. Sold James & Co., 20 tons 10 cwt. 2 qrs. Steel Bars at 103s. 4d. f.o.b. 

„ „ Paid Carriage thereon at 2s. 6d. per ton, by Cheque on " Provincial 

Bank." 

„ „ Received Cheques — J. Tasker, £41 10s. j W. Methley, £39 15s.; and 

from J. Moulton, £43 17s. 6d., in payment of his Account after 
deducting 2£ per cent Discount. 

„ 6. Received from W. Lyons, 150 tons Pig Iron at 43s. 4d., less 3 per 

cent — remitted him acceptance at 3 months, dated 1st inst. 

„ 7. Received from J. Kitson his acceptance at 4 months, dated 4th 

inst., for £178 10s. , in payment of his Account. 

M 9. Gave Cheques for — Rent, £100, quarter year due 1st inst. | Salaries, 
£25 ; and for Wages, £75. 

„ 11. Received from " Provincial Bank," J. Butler’s Dishonoured accept- 
ance for £35 6s. 8d., with 7s. 6d. expenses. 

(London Chamber of Commerce.) 



3. Explain the difference between a " Trading " Account and a " Profit 
and Loss " Account, and state in which account you would place the following 
items, giving your reasons — 



Purchases 

Manufacturing Wages 

Carriage 

Returns 

Sales 



Allowances 
Debenture Interest 
Salaries 
Advertising 
Stocks and Materials 

(Royal Society of Arts.) 



4. William Ashton is a shipbuilder. On 1st January he had a Capital of 
£23,760 7s. 8d., Bills Payable current No. 135, £640 8s. 0d., No. 136, £728 
10s. 0d., No. 137, £320 17s. 6d., and having received on Account of Ships in 
progress, " Owl," £6,849, and “ Hawk," £3,500. A Mortgage to P. Piper for 
£8,000 existed on his Works and Plant, which were valued as follows ; Freehold 
Works and Buildings, £9,127 10s. 0d., Fixed Plant and Machinery, £7,826 
15s. 0d., Dry Dock, £6,284, Loose Plant and Rolling Stock, £2,788 5s. 6d. 

He owed to Brown & Co., £848 19s. 0d., Jones & Co., £1,853 10s. Od., Robin- 
son & Co., £984 17s. Od. He had Cash at Bankers, £2,796 8s. 8d., and in 
Office, £120 14s. 6d. His Bills Receivable in hand were No. 186, £329 6s. 6d., 
No. 187, £546 10s. 0d., No. 188, £490 9s. 6d. 

He had three ships under construction, on which he had expended in 
Work and Materials, " Owl," £7,126, “ Hawk," £4,291, “ Sparrow," £835. 
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The Stock of Stores and Materials on hand, valued at cost price, was £4,724 
9s. 6d. 

You are required to make the necessary “ opening entries." (Royal Society 
of Arts.) 

5. At a recent examination, the understated “ Balance Sheet " was sent 
in by a Candidate. Have you any criticism to offer upon it ? 



BALANCE SHEET 

Muirs. A. k B. Sin Dso., If — 



AS34tS 


i 


1. 


d. 


< 


s. 


d. 


Liabilities 


t 


f. 


d. 


i t. 


d . 


Plant A/c 










— 


— 


A ’s Capital 




— 


— 






Debtors . 


EES 


- 


— 








Add Interest 


j»Kil 


- 


- 






Less Reserve . 


















— 


— 


8,150 - 


— 


(31st Dec.) 


410 


— 


— 


- 






B's Capital 


2,000 


- 


— 








11 1 


— 


— 


7,790 


— 


— 


Add Interest 


100 


— 


— 






A*s Drawings . 


MB 


■ 




■E2D 


- 


- 






s 


H 


2,100 - 


• 


B's Drawings . 


aMHMi 


s 




200 


- 


- 


Creditors 


■■ 


■ 


8 


9,800 - 


- 


Repairs . 










— 


— 


A's Profits • • 




■ 


■ 




— 


Stock (1st Jan.) 




E 


— 








B’s Profits . • 


1 


■ 


8 


KK53E 


— 


„ (31st Dec.) . 




1 




7,200 


_ 


_ 


Depreciation on 
Plant . 


■ 


1 


I 


200 - 




Cash 








MEW 


— 


— 


Reserve for 






■ 




















Debtors (Jan.) 








350 - 


- 
















Balance . . . 






■ 


830 - 


- 




|| 




i 


20,030 








■ 


1 


[ 


20,030 - 








• 
























(London Chamber of Commerce .) 



6. The undermentioned errors were made by the counting-house staff in 
the books of Messrs. Black & Brown during the year ended 31st December — 

(a) On 30th June, a builder's charge for the erection of a small shed, 
amounting to £198, was analysed in the Purchases Journal under the head 
of " Repairs," and posted to that account. 

(b) On 1st July a cheque for £18 2s. 4d. received from James Smith was 
dishonoured, and was posted to~‘ Allowance Account." 

(c) On 12th August the total of the previous month's wages was debited 
to “ Manufacturing Wages Account. During the month some new 
machinery had been put down, and the firm's own men had spent time 
thereon amounting to £141. 

(d) On 28th December, goods to the value of £64 were returned by Francis 
White, and were taken into stock | but the returns were not entered in the 
books until 2nd January. 

How would you adjust these errors, and how would they affect the Annual 
Accounts for the year ended 31st December? (Roy<u Society of Arts,) 

7. John Pearson and Allan Macgregor are in partnership as Com Dealers. 
On 31st December the following Balances were extracted from their books. 

You are requested to prepare a Trading and Profit and Loss Account for 
the year ended 31st December, and a Balance Sheet as on that date. Before 
preparing these accounts, it is necessary to take the following matters into 
consideration — 

(а) Profits and Losses are to be shared, two-thirds by Pearson, and 
one-third by Macgregor. 

(б) Interest at 5 per cent per annum is to be charged on Capital but not 
cm Drawings. 

(c) Depreciation is to be charged as follows: (1) Fixtures and Fittings, 
5 per cent. (2) Plant and Machinery, 10 per cent. (3) Horses and Carts, 
15 per cent. 

(a) The Bad Debts reserve is to be made up to £500. 
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(e) Only three-quarters' Rent had been paid on 31st December, and no 
reserve had been passed through the books for the quarter owing. 

(/) The unexpired amounts to be carried forward are: (1) Rates and 
Taxes, £14 8s. 7d. (2) Insurance, £ 7 . 

(g) lie value of the Stock in hand, as on 31st December, was agreed at 
£2,994 14s. 7d. 

Give the Journal entries for the above adjustments. 



BALANCES 





£ 


5. 


d. 




£ 


s. 


d. 


John Pearson, Capital 


6,000 


- 


- 


John Pearson, Drawings 


650 


- 


- 


Allan Macgregor, „ 


3,000 


- 


- 


Allan Macgregor, „ 


300 


- 


- 


Repairs and Renewals 


248 


2 


1 


Water, Gas, etc. 


126 


2 


7 


Plant and Machinery. 


847 


10 


— 


Rent 


150 


— 


- 


Sales 


19,947 


18 


9 


Reserve for Bad Debts 








„ Returns . 


742 


7 


8 


(1st Jan.) 


150 


- 


- 


Stock (1st Jan.) 


2,721 


14 


1 


Insurance 


30 


5 


2 


Bad Debts 


89 


4 


— 


Trade Expenses 


197 


18 


1 


Cash Sales 


384 


2 


9 


General Expenses 


203 


1 


2 


Carriage . 


1,421 


10 


7 


Discounts . Cr. 


4 


9 


7 


Travelling Expenses . 


156 


14 


2 


Sundry Creditors 


1,099 


10 


10 


Stable Expenses 


192 


1 


4 


Sundry Debtors 


5,771 


4 


1 


Purchases • . 


13,728 


- 


6 


Horses and Carts 


356 


14 


11 


„ Returns 


757 


16 


5 


Rates and Taxes 


127 


4 


6 


Bills Receivable 


929 


1 


1 


Fixtures and Fittings 


375 


8 


9 


Wages 


1,646 


13 


10 


Commission . Dr. 


62 


12 


7 


Salaries . • . 


346 


2 


3 


Cash in hand . 


46 


7 


1 










Bank balance . Cr. 


122 


2 


2 



(Royal Society of Arts.) 




CHAPTER V 



CONSIGNMENTS OUTWARDS, CONSIGNMENTS INWARDS, 
JOINT ADVENTURES 

Definition. An Outward Consignment is the dispatch of a quantity 
of goods from one place to another, usually to some country or place 
abroad, for the purpose of sale. 

Consignor. A consignor is a person who forwards the goods for 
sale. 

Consignee. A consignee is the person to whom the goods are 
forwarded for sale. 

Commission. This is a term used to denote the remuneration of 
the consignee for selling the goods. 

Differences between a Consignment and a Sale. There are two 
principal differences between a Consignment and a Sale. When 
goods are sold to a person, the property in them passes to that 
person ; when goods are consigned to a person the legal ownership 
of the goods remains in the consignor. Hence, the person to whom 
goods are sold is a debtor ; but the person to whom goods are con- 
signed is merely an agent . Again, a consignment is returnable if 
it cannot be marketed; but goods sold are not returnable, except 
for some special reason, such as on account of damage or being of 
the wrong kind. 

Difference between a Consignment and Goods on Sale or Return. 
In the case of a consignment the person to whom the goods are sent 
is an agent of the sender ; but in the latter case, the person to whom 
the goods are sent is merely an optional purchaser. 

Special Consignment Books and Marks. When consignments are 
very numerous, a special " Consignment Day Book " and a separate 
" Consignment Ledger " are generally kept. The total of the Con- 
signment Day Book is credited monthly to a " Goods on Con- 
signment Account ” in the General Ledger. In examination work 
a Journal entry is usually sufficient. Consignments are distin- 
guished by the name of the consignee, or by the name of the place 
to which the goods have been consigned, or by a special letter or 
number, or by both; for example, "Consignment to A. Smith," 
or “ Consignment to Calcutta," or “ Consignment No. Ad 46." 

Pro Forma Invoice. When goods are consigned, a pro forma 
invoice is forwarded with them giving particulars as to the nature 
of the goods, number, and/or quantity, weight, measurement, prices, 
marking, packing, etc. The goods are dealt with in the consignor's 
books usually at cost price, but the invoice to the consignee is 
usually made out at a higher figure. If the consignment has been 
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entered up in the consignor's books at figures in excess of cost 
(which would be irregular) credit will have been taken for profit 
before it has been realized. If, at balancing time, the consignment 
is still unsold, such profit must, of course, be transferred to a " Con- 
signment Suspense Account." 

Expenses on Consignment. In consigning goods abroad certain 
expenses will be incurred, namely, carriage or cartage to the dock, 
dock dues, freight, marine insurance, etc. All these expenses must 
be charged direct to the Consignment Account, from the Cash Book, 
if paid, but, if unpaid, by means of Journal entry, thus — 

Consignment Account Dr. 

To Railway Company (Carriage) Cr. 

„ Shipping Company (Freight) Cr. 

„ Insurance Company (Insurance) Cr. 

„ Dock Company (Dock Dues) Cr. 

When the goods reach their destination there will be further dis- 
bursements, namely, dock dues, unloading and cartage, fire insur- 
ance, warehouse or storage rent, auction room expenses, brokers' 
fees, etc. These expenses will be defrayed by the consignee, and 
debited in his books to the account of the consignor. When settling 
with the consignor, the consignee will deduct all these charges, and 
also his selling commission on the gross amount of the sales, and 
remit only the balance, less, of course, any advance or previous 
payment on account. 

Advance on Consignment. In some cases, it is usual for the con- 
signee to remit a certain sum of money as an advance against the 
consignment. This is not a part payment, but merely an advance 
by way of security for the large amount of goods forwarded to the 
consignee. An advance should not be put to the credit of the 
Consignment Account, as it is not part of the proceeds of it. It 
should be posted to the credit of the consignee's personal account. 
It thus figures in the books as a liability. This is the correct posi- 
tion, for if the consignee does not sell the goods, the money will 
have to be repaid to him. On the Balance Sheet, the advance is 
shown sometimes as a liability, and sometimes as a deduction from 
the consignment on the assets side, the reason for the latter being 
that, in the event of the consignee selling the goods, the advance 
will count as part payment. 

Bills Drawn against Consignments. In some cases it is usual 
for the consignor to draw a bill on the consignee for a large portion 
of the value of the consignment, and to discount or sell such bill, 
so that he may not be prevented from having the use of the money 
until such time as the goods are actually sold and paid for. The 
bill is known as a documentary bill, and the procedure in connec- 
tion therewith has been fully explained under Foreign Bills in 
Chapter III. The discount or exchange charged by the bankers 
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for cashing the bill may be dealt with in two different ways. If 
regarded as an ordinary financial expense, it is charged to Profit 
and Loss Account ; if looked upon as a special expense in connection 
with the Consignment, it is debited to the particular Consignment 
Account. 

Del Credere Commission. To prevent any losses by Bad Debts 
falling upon the consignor, the latter sometimes arranges to pay the 
agent an extra commission, called a del credere (del kred'-er-e) 
commission. In return for this, the agent guarantees the proceeds of 
the consignment after the goods are sold, that is to say, the agent 
will pay the consignor whether he himself receives payment or not. 

Account Sales. This is a document showing the gross and net 
proceeds of the Consignment sold by the consignee for the account 
of the consignor, and detailing the various expenses and charges 
in connection therewith. The following is an example — 



Account Sales of 30 cases of Fancy Goods ex s.s. Stormy 
Petrel, sold by Trumper & Co., of Wellington, New Zealand, 
for the account and risk of Messrs. Williams & Sons, London. 



W. & S.L. 


15 cases of Fancy Goods . . 

15 cases „ „ 


£ 12 
£ 15 


£ 

180 

225 


B 


d. 


1-15 

W. & S.L. 


I 




16-30 


H 




Deduct Charges and Expenses — 

£ s- d. 

Cartage . . . 4 10 6 

Storage . . . 6 15 10 

Insurance . . . 8 10 6 

Commission 5%, £405 . 20 5 - 




£405 

40 


mm 


10 










Less Advance, . 






18 


2 








£164 


18 


2 




E. & O.E. 

Sight Draft for £164 18s. 2d. herewith. 
Trumper & Co., 
Wellington, 

10th March, 19. . 











In some cases, the consignee pays the outward freight and insur- 
ance, and these two items also then appear on the Account Sales. 
On receipt of the latter document, the consignor will make a Journal 
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entry in his books debiting the consignee (who has now become 
his debtor) and crediting the Consignment Account with the net 
proceeds. The procedure detailed in 4 (a) and 4 (&) on the next 
page is alternative to the above, but gives the same result. 

Account Sales in Currency. Where the Account Sales is rendered 
in currency, it will require to be converted into sterling before the 
figures can be dealt with. The rate for conversion will be the rate 
ruling on the day when the Account Sales is received. Should, 
however, payment be made at a later date, and a different rate be 
current when the money is actually received, a Journal entry must 
be made transferring any profit or loss on exchange either to a 
“ Difference in Exchange Account," or, if preferred, back to the 
Consignment Account, both methods being in vogue. i 

Balancing the Consignment Account. When the goods have been 
fully sold and the Account Sales duly entered up, the Consignment 
Account is balanced and the balance transferred to Profit and Loss 
Account, a debit balance denoting a loss and a credit balance repre- 
senting a gain. When the goods are only partly sold, then the 
unsold stock, plus a proportionate amount of the freight, insurance, 
and other charges, must be credited and carried forward in the 
Consignment Account in order to find the profit or loss on the part 
actually sold. This unsold stock, plus charges, will be shown as an 
asset on the Balance Sheet. If the consignment expenses were not 
apportioned, the freight and insurance of the whole of the goods 
would be charged against the sale of part of them-. If, at balancing 
time, no part of the consignment is sold, then the amount of the 
Consignment Account, i.e. cost of the goods plus expenses, will be 
shown on the Balance Sheet as an asset under the heading of 
“ Goods " or " Stock on Consignment." 

Note. Great care must be taken to see that the remaining goods 
are still worth the cost price. It by no means follows that if half 
of a consignment of £500 (£250) has been sold for £400 that there 
is a profit of £150. It may be that the consignment was a pure 
speculation and that the remaining goods will almost have to be 
given away. 

Account Current between Consignor and Consignee. Sometimes, 
interest is brought into account with respect to the transactions con- 
nected with the Consignment, thus introducing an Account Current 
between the two parties. The consignee will charge interest on 
the various sums of money paid out, on advances, on remittances, 
on account, and will likewise allow interest on the proceeds of the 
consignment, the interest running in each case up to the final date 
of settlement. 

Formula for Consignment Outwards — 

1. Debit Consignment Account, and credit a Goods on Consignment 
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Account, with the cost price of the goods by means of Journal 
entry. 

2. Debit Consignment Account with the freight, insurance, and 
other charges, and credit Cash Account, if paid, or a Personal 
Account, if unpaid. 

3. Debit Cash Account or Bills Receivable Account with the 
amount of any advance received, and credit personal account of 
Consignee. 

4. When the Account Sales is received — 

(a) Debit Consignee's Account and credit Consignment Account 
with the gross proceeds. 

(b) Debit Consignment Account and credit Consignee's 'Account 
with the latter's expenses and commission. 

5. Balance the Consignment Account and transfer the balance to 
Profit and Loss Account. Any stock unsold must be credited before 
balancing, and brought down to the debit side. 

6. Debit Cash Account or Bills Receivable Account with any 
cash or bill received in settlement, and credit Consignee. 

7. Close Goods on Consignment Account by transfer to Trading 
Account. 

Example. Consigned goods value £825 to R. Lake, of Melbourne. 
Paid freight, etc., £65 and insurance, £40. Drew on R. Lake at 
3 m/d for £300 as an advance against consignment, and discounted 
the bill for £296 5s. Received Account Sales from R. Lake showing 
that part of the jgoods had realized gross £835 10s., and that his 
expenses and commission amounted to £87 15s. 6d. The stock 
unsold was valued, at cost price, at £275. Received draft at two 
months from R. Lake for amount due. Make the necessary entries 
in the Consignor's Journal, Cash Book, Ledger, etc., to record the 
above transactions. 



JOURNAL Dr. Cr. 



Consignment A/c 

To Goods on Consignment 
Value of goods forwarded to R. 
Lake, of Melbourne. 


£ 

825 


s. 


d. 


£ 

825 


1 


R. Lake ..... 

To Consignment A/c 
Gross proceeds as per Account 
Sales. 


835 


10 




835 


10 


Consignment A/c 

To R. Lake .... 
Expenses and commission as per 
Account Sales. 


87 


15 


6 


87 


15 
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LEDGER 

CONSIGNMENT TO R. LAKE, MELBOURNE 




To Goods . 

„ Cash (freight) 

„ do. (insurance) 

„ do. (discount on 
bill) . 

„ R. Lake (expenses 
and Commission) 
„ Profit and Loss A/c 
(profit) 



To Balance b/d . 




By R. Lake 



GOODS ON CONSIGNMENT 
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Dr. 



PROFIT AND LOSS ACCOUNT 



O. 



19— 


By Trading A/c 

(gross profit) . 
„ Consignment A/c 


i 


t. 




(net profit) 


123 


19 



CONSIGNMENTS INWARDS 

Definition. An Inwards Consignment is the receipt of a quantity 
of goods by a person in this country from a person in some country 
or place abroad, for the purpose of sale. In fact, an Inwards Con- 
signment is simply the reverse of the Outwards Consignment, that 
is, as it appears in the books of the consignee. 

Difference between an Inwards Consignment and a Purchase. 
When we buy goods of a person, the property in the goods passes 
to us; but when we receive a consignment, the ownership of the 
goods does not pass to us, but remains vested in the consignor. 
In the first case, the person is our creditor , and we are his debtor ; 
in the second case he is the principal, and we are his agent. An 
inwards consignment is returnable if it cannot be sold; a purchase 
of goods is not. 

Difference between an Inwards Consignment and an Ordinary 
Sale of Goods on Commission. With an inwards consignment we 
receive actual possession of the goods, but in the other case we 
merely sell from samples. As regards the former we, therefore, 
record the sale in our books, and open a Ledger Account for the 
person to whom it is sold. In the latter case, when a sale has been 
effected, we pass the order on to the principal, booking up only our 
expenses and commission. 

Advance on an Inwards Consignment. On receiving possession 
of the goods, we may forward the consignor a sum of money, or 
allow him to draw on us, as an advance against the consignment. 
The advance will be debited to the personal account of the con- 
signor, and will appear in our books as an asset, being an amount 
repayable to us in the event of our not being able to dispose of the 
goods. 

Two Methods of Dealing with an Inwards Consignment. The first 
method is to make no entry in the books when a consignment is 
received. Not having contracted a liability, we should not make our 
books appear as if we had. The receipt of the goods is, therefore, 
recorded merely in a memorandum " Consignment Inwards ” or 
“ Consignment Stock ” Book. All expenses paid out in connec- 
tion with the goods, such as dock dues, customs duties, unloading, 
fire insurance, cartage, storage, warehouse rent, are debited to the 
account of the consignor. The sales of the goods, either for cash 
or on credit, are credited to the consignor's account, which is also 
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. debited with any advance and with the commission for selling the 
goods. The balance of the account shows the final amount due to 
the consignor, which is settled either by a sight draft or a bill. 

The second method is, on receipt of the goods, to open a Consign- 
ment Inwards Account and debit it with the invoice value of the 
goods, at the same time crediting the consignor's account with a 
like amount Inasmuch as the relationship of debtor and creditor 
does not as yet exist between the parties to the consignment, this 
procedure is undoubtedly a direct violation of principle; yet it is 
justified by some on the ground that it is felt necessary to have 
some record of the consignment in the financial books, a mere 
memorandum of it being deemed insufficient and unsatisfactory. 
The Consignment Inwards Account is debited with all expenses 
and with the selling commission, and credited with all sales of the 
goods. The balance of this account shows the profit made on 
the consignment, and is transferred to the personal account of 
the consignor. This latter account is debited with any advance, 
and is closed by being debited with the final draft or bill in full 
settlement. 

Formula for an Inwards Consignment (Principal Method) — 

1. On receipt of the goods, no entry. 

2. On payment of the various expenses connected with the con- 
signment, credit Cash, debit Consignor. 

3. On sending an advance, debit Consignor, credit Cash or Bill 
Payable as the case may be. 

4. On selling the goods pertaining to the Consignment — 

(a) For cash, debit Cash, credit Consignor. 

(b) On credit, debit Person to whom goods sold, credit Consignor, 
by means of Journal entry. 

5. Debit Consignor, credit Commission Account with the amount 
of the commission due, by means of Journal entry. 

6. Close Consignor's Account by debiting it with the final bill or 
draft in settlement. 

Formula for an Inwards Consignment (Alternative Method) — 

1. On receipt of the goods, debit Consignment Inwards Account, 
credit Consignor, by means of Journal entry. 

2. On payment of the various expenses connected with the con- 
signment, credit Cash, debit Consignment Inwards Account. 

3. On sending an advance, debit Consignor, credit Cash or Bill 
Payable as the case may be. 

4. On selling the goods pertaining to the consignment — 

(a) For cash, debit Cash, credit Consignment Inwards Account. 

(b) On credit, debit Person to whom goods sold, credit Consign- 
ment Inwards Account, by means of Journal entry. 

6 — (B.1405) 
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5. Debit Consignment Inwards Account with the selling com- • 
mission as arranged, credit Commission Account, by means of 
Journal entry. 

6. Balance the Consignment Inwards Account, and transfer bal- 
ance to Consignor's personal account. Any unsold stock must be 
entered on the credit side, and brought down as a debit balance 
after ruling off the account. 

7. Close Consignor's Account by debiting it with the final bill or 
draft in settlement. The value of any unsold stock must be entered 
on the debit side, and brought down as a credit balance after ruling 
off the account. 

Note. One great objection to this alternative method is that the 
full amount to the credit of the consignor might get paid to him 
though the goods were not realized. 

Example. Received Consignment of Goods from J. Rowell valued 
at £ 760 . Terms : Agent's Commission, 5 per cent on all Sales ; del 
credere Commission, 2\ per cent on credit transactions. Paid Cus- 
toms Duties, £23 14s. 9d. ; Landing Charges and Carriage, £8 14s. 9d. ; 
Fire Insurance, £9 10s. Sent J. Rowell an Advance of £225. Sold 
part of Rowell's consignment to H. Thompson for £420, part for 
Cash £475, and took part value £200 into stock for our own use. 
Paid Brokerage, 1J per cent, £12. Sent J. Rowell an Account Sales, 
and sight draft for balance due. The stock remaining unsold was 
valued at £200. Make the necessary subsidiary book entries, and 
show the Ledger Accounts. 

i. Principal Method — 
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2. Alternative Method — 
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LEDGER 
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The £200 worth taken into stock for own use could either be 
journalized or entered in the Purchases Book as before, except 
that the amount would be credited to the Consignment Inwards 
Account, and not to J. Rowell's Account. 



JOINT ADVENTURES 

Definition. A Joint Adventure is a partnership without the use 
of a firm name, limited to a particular speculation in which the two 
or more persons concerned agree to contribute certain specified 
amounts of capital and to share profits or losses in the same manner 
or in any other equitable proportion. 

Nature of Joint Adventures. A Joint Venture may consist of a 
joint consignment of goods, an underwriting transaction, a specula- 
tion in shares, or any similar form of enterprise. 

Advantages of a Joint Venture. One party may be able to buy 
at much lower prices and on far better terms than others. Another 
party may be in a position to sell at exceptionally good prices. 
A third party, who may not be favourably circumstanced either 
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for buying or selling, may, however, have special financial resources. 
Thus, the combined services of the parties in a common adventure 
may make it a highly remunerative one. 

The Methods of Procedure. It is usual for one of the parties 
10 be appointed to manage the joint venture, that is, to do all the 
buying and selling and to look after it. For these services he 
obtains an extra remuneration by being allowed to charge against 
the Joint Account a commission of so much per cent on the amount 
of the sales, and, in some cases, on the amount of the purchases, 
sales, and expenses. Under these circumstances a Joint Account 
is opened and debited with the cost of the goods. Each of the other 
parties then remits his proportion of the cost, which is placed to the 
credit of their personal accounts, as this amount is payable back 
again to them plus their share of profit, or less their share of loss, 
as the case may be. The Joint Account is also debited with all 
expenses, charges, and commission ; it is likewise credited with all 
sales whether for cash or on credit. The balance of the account 
then represents profit or loss to be shared in the agreed propor- 
tions. When the goods have been sold and paid for, then a remit- 
tance to each of the parties for the amount due to him will close the 
speculation. 

In other cases, each of the parties concerned opens in his books 
merely an account for the Joint Venture, to record such of the trans- 
actions as he is directly concerned with. A general statement, pre- 
pared from information supplied by the parties, is rendered show- 
ing the profit on the joint speculation. Each party then debits 
the Joint Account and credits his Profit and Loss Account with his 
portion of such profit. There will then remain in one party's books 
a debit balance, and in the other party's books a credit balance, 
of the same amount. Payment of this balance by one party to the 
other will finally close the venture. 

Sometimes, a separate joint banking account is opened, and a 
separate set of books kept for the adventure. The transactions are 
then recorded like ordinary partnership transactions ; and, in such 
cases, interest on capital is generally charged, particularly when 
the parties interested have advanced unequal amounts. 

Example i. Bought Goods from Martin & Son, £720 15s. 9d., 
and took from stock Goods value £220 10s. 6d., for a joint speculation 
with S. Singleton and D. Davis, profits divisible equally. Received 
S. Singleton's and D. Davis's shares of speculation. Paid Charges 
and Expenses, £72 10s. 6d. Sold Joint Account goods for Cash, 
£1,220. Sent sight draft to Martin & Son. Charged as manager, 
5 per cent Commission on sales. Rendered statements to Singleton 
and Davis with cheques for the amounts respectively due to 
them. Write up the subsidiary books and show the Ledger 
Accounts. 
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JOURNAL 



Dr. 
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Joint Account . 

To Martin ft Son . 

For goods bought for a joint 
speculation with S. Singleton 
and D. Davis. 

Joint Account . 

To Goods on Joint A/c . 

For goods taken from stock for 
a joint speculation with S. 
Singleton and D. Davis. 

Joint Account . 

To Commission 

5% on sale of goods, £1,220, 
for the joint speculation with 
S. Singleton and D. Davis. 
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Example 2 . On 1st Feb., L. Wilson bought Goods value £620 and 
consigned them to D. Bowden as a joint speculation, profits being 
divisible equally. On the same date he paid Carriage and Freight, 
£37 10s. 6d.; Insurance, £13 13s., and drew on Bowden at two 
months for £310 on account, discounting the bill on 4th Feb., for 
£307 8s. 4d. On receipt of die Goods on 1st March, Bowden paid 
Dock Dues and Cartage, £16 8s. 4d., and Government Duty, Insur- 
ance, etc., £28 17s. 6d. On 31st July, Wilson received an Account 
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Sales showing that on 30th June the Goods had realized gross 
£955 12s. 6 d., and that Bowden's disbursements made on the same 
date were Storage £25, Sundries, Brokerage, and Expenses of Sale, 
£62. Bowden also enclosed a sight draft for the amount due at 
31st July. Prepare a general statement showing the result of the 
venture, and write up the accounts in Wilson's and Bowden's 
Ledgers respectively. Interest is to be brought into account at the 
rate of 5 per cent per annum, and may be calculated by months 
instead of days. 

Example 3 . B. Black and W. White were partners in the follow- 
ing scheme. Black to take five-ninths and White four-ninths of 
the profits. They agreed to guarantee the subscription at par of 
85,000 shares of £1 each in a Company, and to pay all expenses 
up to allotment, in consideration of the company issuing to them 
11,500 other shares fully paid. Black provided cash for the follow- 
ing expenses: Registration and Fees, £114; Advertising, £2,175; 
Printing, Stationery, and Prospectuses, £225. White supplied cash 
for remainder: Rent of Office, £40; Secretary, etc., £95; Petty 
Cash and Sundries, £25 17s. 3d. ; Stamps, £78 ; Solicitor's Charges, 
£237. Applications fell short of the 85,000 shares by 3,500 shares, 
and by arrangement White found the cash in full for that number 
on the Joint Account. The Company handed Black and White 
the 11,500 shares. Black and White then sold all their shares at 
16s. 3d. each, less brokerage l$d. per share. White received the 
net proceeds of 5,000 shares, and Black the net proceeds of the 
remainder. Make out the Joint Account, and also the separate 
accounts of the partners, showing their respective shares of the 
profit, and the amount due from one to the other in settlement. 













